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REAUTHORIZATION OF THE EXPORT-IMPORT
BANK OF THE UNITED STATES

WEDNESDAY, MARCH 8, 2006

U.S. SENATE,
SUBCOMMITTEE ON INTERNATIONAL TRADE AND FINANCE,
COMMITTEE ON BANKING, HOUSING, AND URBAN AFFAIRS,
Washington, DC.

The Subcommittee met at 10:03 a.m., in room 538, Dirksen Sen-
ate Office Building, Senator Mike Crapo (Chairman of the Sub-
committee) presiding.

OPENING STATEMENT OF SENATOR MIKE CRAPO

Senator CRAPO. This hearing will come to order. The Sub-
committee on International Trade and Finance meets here today to
discuss the reauthorization of the Export-Import Bank. The Export-
Import Bank is operated under a renewable charter that expires on
September 30, 2006. As the Subcommittee with jurisdiction over
the Ex-Im Bank, this hearing is the first step in that important re-
authorization process.

The Ex-Im Bank was established in 1934 as the official Export
Credit Agency of the United States and it helps the U.S. compa-
nies, small and large, by providing loans, guarantees, and insur-
ance to finance the sale of U.S. exports.

Last year, Ex-Im Bank supported close to $18 billion in U.S. ex-
port sales and these exports include airplanes, tractors, medical
equipment, and agricultural equipment, to name just a few.

There are three issues which are important to our reauthoriza-
tion process, among others, that I intend to explore with our wit-
nesses today. One, why has not the Bank met it is 20 percent small
business mandate and what steps are necessary to fix this? Are ad-
ditional steps necessary? Two, what are the issues surrounding im-
plementation of the economic impact procedures? And what can be
done to improve that process? And three, are the principles, proc-
ess, ar;d standards governing the use of tied aid credit funds appro-
priate?

I am sure there are going to be other issues and I do not want
to discourage our panelists from raising issues that they think we
need to address, but those are three that I am aware of that I am
sure that we need to address.

For our first panel today, we welcome James H. Lambright, the
Acting Chairman and President of the Export-Import Bank. Presi-
dent Bush recently nominated James Lambright to be Chairman
and President of the Import Bank and I cannot think of a better
choice. I am hopeful that we can expedite your nomination and I
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am looking forward to getting that process concluded, as well.
James Lambright’s experience and expertise will be a great help to
this Bank and to the Committee as we go forward.

Our second panel today includes Mr. Gerald Rama, Senior Vice
President and Deputy Group Head of Global PNC Bank; Mr. Al
Merritt, the President of MD International, Inc.; and Mr. John
Matthews, the Managing Director of Boeing Capital Corporation.
We welcome all of you here with us today.

I hope that you have all gotten the instructions, and I try to run
kind of a tight ship here, and that is that you are asked to keep
your oral presentation to 5 minutes. There is a clock in front of you
and right up here, as well, that will turn yellow with one minute
left and turn red when your time is up. And I ask you that you
try to keep your remarks to the 5 minutes. It is always tough. I
know for me that I cannot exactly tell when 5 minutes is up. It
seems to go faster when I am talking.

So please keep your eye on that so we can have time for give and
take during our exchange. And if there is something that you did
not get to say that you really wanted to, do not worry, there will
be plenty of questions and discussion really between us so that you
can get your points in.

Why don’t we proceed then and we will start out with you, Mr.
Chairman. Please proceed.

STATEMENT OF JAMES H. LAMBRIGHT
ACTING CHAIRMAN AND PRESIDENT,
EXPORT-IMPORT BANK OF THE UNITED STATES

Mr. LAMBRIGHT. Thank you very much, Mr. Chairman.

I am pleased to be here today to testify on the 2006 reauthoriza-
tion of the Export-Import Bank of the United States.

The mandate of the Bank, as expressed in our charter is to cre-
ate and sustain U.S. jobs by supporting U.S. exports that otherwise
would not go forward, either because of use of government sup-
ported competition or because the private sector is unwilling or un-
able to assume that risk. We do this through loans, guarantees and
insurance. That mandate remains at the core of why the Bank ex-
ists and why it should be reauthorized.

We are requesting an extension of this charter for 5 years to Sep-
tember 30, 2011. We are also requesting that our existing authority
to approve dual-use transactions, as well as the life of the sub-Sa-
haran African Advisory Committee be extended to that same date.
Except for these changes, we at Ex-Im Bank believe that the cur-
rent charter language provides the institution with sufficient pow-
ers and flexibility to meet the challenges of the next 5 years.

Our charter provides guidance as to how to meet our mandate.
We then must set our course by those beacons, one representing
the aggressive support we provide workers and exporters, and the
other representing responsible stewardship of taxpayer dollars.

Since our 2000 reauthorization, we have authorized over $47 bil-
lion in financing support of an estimated $63 billion in U.S. ex-
ports. Some of those have been big-ticket items, such as aircraft
and power generation equipment, but over 80 percent of those
transactions have been made available to directly support small
business exports.
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For fiscal year 2005, every taxpayer dollar invested in the Bank’s
program and administrative budget has yielded financing support
of over $50 in exports.

Since I was appointed Acting President and Chairman about 8
months ago, no topic has received more attention at Ex-Im Bank
than small business. We have worked closely with Congress and
small business representatives on a number of changes in this
area, including the claims process, a new division for small busi-
ness outreach, small business specialists designated in each divi-
sion and expanding our online capabilities.

We have already laid a strong foundation for growing our small
business program. In fiscal year 2005, Ex-Im authorized 47 percent
more in dollar volume than in fiscal year 2002 and 21 percent more
in terms of transactions.

Another focus of the Bank has been economic impact. Through
the economic impact process, the Bank seeks to determine whether
a transaction under consideration will adversely affect U.S. produc-
tion and employment or result in the manufacture of a good subject
to specified trade measures.

In analyzing these cases, Ex-Im Bank must balance the benefits
associated with the U.S. export against the long-range implications
of increased foreign production. In recent years, economic impact
decisions have affected Ex-Im Bank financing support for many ex-
ports, including steel-making equipment, glassmaking equipment,
greenhouses, microchip manufacturing machinery, soda ash proc-
essing equipment and others. The inescapable responsibility of hav-
ing to choose the interests of one set of U.S. workers over another
makes these the most challenging cases the Bank must assess.

In looking to the future, industrialized countries not part of the
OECD such as Brazil, India, and China are emerging as significant
exporters of capital goods. We have to decide what Ex-Im Bank’s
response should be as those governments provide aggressive financ-
ing. There is no more fundamental mandate than leveling the play-
ing field for our exporters and keeping their jobs here in the United
States. I have every confidence that Ex-Im Bank will continue to
serve American workers and preserve American jobs for years to
come.

I look forward, Mr. Chairman, to working with you on this dur-
ing the Bank’s reauthorization process and I would be happy to
take any questions.

Thank you.

Senator CRAPO. Thank you very much, Mr. Lambright.

Let us start out on the small business issue. Basically, I appre-
ciated your statement that although the Bank is making progress,
there is room for improvement on the small business front. I also
applaud for recently establishing the Ex-Im Small Business Com-
mittee that I understand reports directly to you, as the President
and the Chairman.

Do you feel that more changes are needed? And should Congress
direct the Bank to delegate more medium-term financing authority
to commercial banks and export financial institutions? I have been
told that SBA and OPIC have been successful in this delegation.
And I am just curious as to whether you feel that we have ade-
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quate procedures and processes in place or whether we need to do
something in addition, from either your perspective or ours here?

Mr. LAMBRIGHT. In terms of advancing the needs of small busi-
nesses, there is a lot that we have done in the last few months. Ex-
Im Bank is demand driven and our charter directs us not to com-
pete with the private sector. And so we have never turned down
a small business transaction for budget reasons. What we are doing
right now then is focusing on increasing awareness within the
small business community so that they know that our programs
are available.

You mentioned the Small Business Committee that we also de-
veloped recently to focus explicitly on outreach and providing more
awareness and education in the small business community. And
the Small Business Committee will serve a number of needs of
small businesses. We have designated specialists in each business
unit so that small businesses see familiar faces when they come to
the Bank and they are dealing with people sensitive to the needs
of small businesses.

As you mentioned, the Committee reports directly to me, as does
the new Senior Vice President for Small Business. So there is a lot
that we are doing in terms of future changes. I would like to see
how these changes play out in reaching small businesses and boost-
ing demand.

You mentioned medium-term delegated authority as a particular
mechanism, and that is something that I would be happy to explore
with you. We do use delegated authority in other programs, par-
ticularly those used by small businesses and the medium-term pro-
gram is another place that we can explore that.

Senator CRAPO. I have been noticing, I was looking at the statis-
tics. The goal is, I guess, the lending mandate is now 20 percent.
In the last 3 years, we have hit, if I am reading this chart right,
19.8, 16.9, and 19.1 percent, respectively, which means we are get-
ting close. We are in the ballpark.

I did not fail to notice that you indicated that you have not re-
jected a small business loan for budget reasons. That seems to
imply to me that Congress has set a pretty accurate target. You are
getting close to it.

If we are not, on a budgetary basis, rejecting loans it may sug-
gest that we allow you to continue with the processes that you are
using.

Mr. LAMBRIGHT. I would appreciate the opportunity for the Bank
to continue along that path. The 20 percent measure was raised
from 10 percent in the last rechartering. And while we since then
have always been comfortably above the 10 percent, we have been
stretching and not meeting the 20 percent. As you note, the num-
ber has been knocking around just below 20 percent in the last few
years. And I think that the measures that we are taking now to
increase outreach and improve some of our systems such as roll out
an online application system that will make it easier for small
businesses to work with the Bank. We hope that it would reach
and even exceed 20 percent.

I do not look at 20 percent as the end of the process. I would like
to do as much as we can for small business. But I also do not think
the 20 percent is the only measure against which to think about
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the Bank’s performance. Since rechartering in 2002, each fiscal
year we have shown a steady improvement in the amount of dol-
lars that we make available for small businesses, as well as the
number of transactions that serve small business. So each year we
are doing more for small business and I would like to continue
doing that.

Senator CRAPO. Thank you very much.

I appreciate your focus on this, and we will look forward to
watching how it proceeds and working with you on it.

Let us move to the economic impact process. The last reauthor-
ization changed the economic impact procedures to include the ef-
fect of outstanding trade orders, preliminary injury determinations,
and Section 201 investigations before determining the Bank’s fi-
nancing of exports. This was an attempt to ensure that the Bank
support for transactions not only helps U.S. exporters but also does
not negatively impact domestic companies.

The current system still has problems and tensions between the
companies on both sides of the issue. It is my intention to hold a
future hearing on this specific topic. But although the vast majority
of loan guarantees before the Bank should not be slowed down,
some of the larger and more controversial loan guarantees do need
to be better vetted, in my opinion. Otherwise groups that believe
they will be harmed by the loan guarantee start coming to Con-
gress and asking us for intervention. We certainly would rather
have you keep it all on your plate if we possibly can.

To me a better approach than having it work that way would be
to establish a system or a process which is fair and perceived to
be fair by everybody, so that the facts are all well-presented to the
board and they can act accordingly.

I guess my first question is do you think that there are changes
that are necessary or could be helpful in accomplishing that?

Mr. LAMBRIGHT. Senator, I think your description is fair that
these cases are a challenge for the Bank to resolve because they
pit the interests of one set of workers against another. They do
generate a lot of interest from those who see the benefits of the im-
mediate export and from those who see the potential longer-term
implications to U.S. producers of the same commodity. And that is
a balance that we have to struggle with.

We do have a rigorous analytical process. I think that sometimes
cases come to Congress’s attention because this process can take a
long time. It is not particularly predictable from the outset what
the outcome will be because it weighs a variety of factors, it in-
volves a lot of analysis and input from interested parties. We have
a public notice and comment period which allows people to give us
their viewpoints on the proper elements to be balancing.

But I do think that where we could improve it would be to make
it more predictable and transparent.

Senator CRAPO. I am not going to hold you to this but explain
a little bit more about the transparency and predictability, how we
could change to improve that.

Mr. LAMBRIGHT. We have a process that lays out a number of
steps and asks questions that the Bank must determine before we
can proceed with a transaction that implicates these procedures.
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And T guess the reason that it is not as transparent or predict-
able from the outset is it involves compiling a lot of information
about our domestic industry but also about the industry of the bor-
rower who would be increasing this production of a commodity. So
that can take a long time to generate that information and digest
it and come up with the answers to the questions laid out in our
charter.

I think that is one way we might be able to make it more predict-
able or transparent is to try to involve interested stakeholders
more quickly in the process. What we have been trying to do is,
through our homework, develop answers to these questions and
then put them out for comment.

I think that is an appropriate way to come to the right outcome,
but it is not necessarily the best way to let interested parties know
the likely outcome. So if we let people come into the process earlier,
that may be a way for us to get all the issues on the table up front
so that people see what is at stake and can react accordingly.

Senator CRAPO. Thank you.

In your opinion what are the most contentious aspects of the eco-
nomic impact procedures?

Mr. LAMBRIGHT. There are a number of steps in the process, from
determining what is an exportable good to whether an item is sub-
stantially the same as one that is subject to a trade measure, ask-
ing then if the foreign production will lead to substantial injury in
the domestic market? Will the commodity be in oversupply at the
time the project comes on stream? Will the foreign producer
produce enough of the commodity to displace American production?

With each step there are questions that need to be answered and
interested parties can weigh in on either side of any of those ques-
tions.

Before getting you a more specific answer, and before we would
take a position on any of these issues, we would want to work with
you, your staff, and the rest of the Committee and exporters, labor
groups, and industry representatives as to where they think per-
haps there could be different interpretations of some of these provi-
sions.

Senator CRAPO. Thank you. As a part of the economic analysis,
do you think that adequate focus is been made on a foreign country
providing subsidies or imposing some other kind of trade distorting
practice or barrier that could have a negative impact on U.S. pro-
ducers?

Mr. LAMBRIGHT. We try to account for a wide variety of elements
that will end up increasing the displacement of American produc-
tion and consequently put American workers in that industry at
fisll{{ here in the United States. That is something that we would
ook at.

Senator CRAPO. Thank you very much. Let us go on to the tied
aid issue. I expect that, in fact, is already included in the written
testimony of some on the second panel.

There is a concern, and I am going to be kind of paraphrasing
or quoting here, that although the Bank’s 2005 Report to Congress
expressed the view that the OECD tied aid rules have been a great
success in reducing the level and distorting influence of tied aid,
there is a general perception among American bankers and export-
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ers that the use by other countries of tied aid and implicitly tied
aid is growing.

Are there principles, processes, and standards governing the use
of tied aid, of the tied aid credit fund, appropriate use? And are
they giving us an accurate picture?

Mr. LAMBRIGHT. If you think about the U.S. Government’s efforts
in this area over the last 15 years, there has been a dramatic suc-
cess in reducing the amount of trade distorting tied aid that is seen
globally through international negotiations, to the use of tied aid
funds. So the tied aid funds that the Ex-Im Bank have are not
meant to be a tool to be used with great frequency. They are used
to be a credible deterrent against the use of tied aid by foreign gov-
ernments and should be used selectively.

As a result, the policy parameters surrounding the Ex-Im Bank
make for a very small strike zone in proving what cases make the
use of the war chest appropriate. And so while we still do hear of
other governments, we see other governments doing this, we have
pursued those cases on the transaction level but also at the inter-
national negotiation level.

Senator CRAPO. It is my understanding that no tied aid deals
have been approved since the last reauthorization. Can you explain
to me why?

Mr. LAMBRIGHT. You are correct that since the last reauthoriza-
tion the Bank has had no approved transactions. We have had
about 20 requests that we have pursued and there are a variety
of reasons no approvals came to be.

As I mentioned, there are a lot of policy elements that need to
be proven. In some cases exporters decided to devote their energies
elsewhere. In others, exporters have withdrawn for fear of the
backlash from the buyer. Others, the market may have been too
rich or too poor to necessitate the use of the funds. And some have
had transactional elements fail, such as credit or environmental
reasons. But it has been a wide variety of reasons.

Senator CRAPO. Thank you.

I have one more question, and that is according to the Ex-Im
Bank’s 2004 Competitiveness Report the status goal of official ex-
port credits is being challenged by the emergence of an alternative
ECA world, particularly the recent rapid growth in the activity of
Chinese, Brazilian, and Indian Export Credit Agencies.

To what degree is the Ex-Im already seeing the impacts of emer-
gence of these ECA’s and demand for its own financing of U.S. ex-
ports?

Mr. LAMBRIGHT. We are starting to see aggressive government fi-
nancing more and more, though Ex-Im Bank has not yet been
asked to match one of these aggressive financings. The Chinese, in
particular, have been using aggressive government financing for
commercial reasons, especially to lock in long-term market share.

So this is something that we expect to see more and more of. And
our charter gives us not just the authority but the responsibility to
level that playing field for exporters. But the Ex-Im Bank cannot
act in a vacuum.

As part of the Executive Branch, I have to be cognizant of other
considerations, broader legitimate policy concerns within the U.S.
Government. And so I think this is an issue that we in the Govern-
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ment will be facing during the whole course of this new charter re-
authorization.

Senator CRAPO. Thank you very much. That is all the questions
I have.

Senator Sarbanes is here.

Senator Sarbanes, if you would like to make an opening state-
ment and ask questions, you are welcome to do so.

STATEMENT OF SENATOR PAUL S. SARBANES

Senator SARBANES. Thank you very much, Mr. Chairman. I
would like to do that.

I am not going to be able to stay for the hearing and I apologize
to these witnesses and I assure them that we will carefully review
their testimony.

Mr. Chairman, I want to thank you as the Chair of the Sub-
committee, and Senator Bayh who is the Ranking Member, for ar-
ranging for this hearing, and also for a second hearing which I un-
derstand has been scheduled for later in the month concerning the
reauthorization of the Export-Import Bank.

The Bank’s charter expires on September 30 of this year. And I
think it is very important for this Committee to follow a schedule
that will permit Congress to finish the reauthorization process by
that date, actually even earlier would be better.

I strongly support reauthorization of the Ex-Im Bank, as I have
in the past. I have been very much involved in the previous reau-
thorizations. U.S. exporters can compete very effectively on the
basis of price and quality, but they encounter a competitive dis-
advantage when foreign governments provide subsidies to their
country’s exporters that more than balance where our companies
find themselves.

The work of the Export-Import Bank also provides leverage to
U.S. negotiators attempting to extend international agreements to
limit the use of government export subsidies. If everyone limited
them, we would have a different situation, but that is not the world
in which we find ourselves. And I think we have to deal with the
real world.

There is another important reason to support the Ex-Im Bank.
Some developing economies can pose credit risks from which com-
mercial banks shy away, even when the transactions may rep-
resent significant opportunities for U.S. exporters. By evaluating
the country risk involved, the Export-Import Bank can provide a
guarantee for commercial export loans, opening the way for an ex-
port transaction that would otherwise not occur.

The Bank has handled the risks associated with its activities
quite well. Its losses are more no more than 2 percent of its dis-
bursements over its 72 year life. The fees it charges for its financ-
ing services have brought hundreds of millions of dollars into the
Federal Government which have been returned to the Treasury.

Obviously, our approach to the Ex-Im Bank should reflect what-
ever progress has been made in controlling the growth of exporter
credits offered by a national government, but it appears that over-
all funding for the Export Credit Agencies of other governments
have not declined and may, in fact, have been growing although
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different accounting and funding methods sometimes make com-
parisons difficult.

In addition, foreign governments may continue to use market
window and untied aid arrangements to avoid the OECD limita-
tions on tied aid.

In light of the size of our trade deficit and the continuing chal-
lenges to our trade competitiveness, I was disappointed by the Ad-
ministration’s proposal to substantially reduce funding for Ex-Im
Bank. But we are told that in the short-term the Bank will be able
to maintain its programs at current levels because it will have
available carryover funds and funds freed up when anticipated
transactions are not completed. But obviously the Bank is being
put right at the margin, at the edge, and I am concerned about a
possible downward trend in the Bank’s funding. I do not think we
are a point in international trading arrangements where a reduc-
tion in Ex-Im Bank funding is prudent.

This is especially true if we want the Bank to extend the reach
of its operations for support of exports by smaller U.S. business
and exports to developing countries.

Mr. Chairman, I want to share one other concern that I have,
and that is that the Treasury Department may be taking an un-
duly intrusive role in the Ex-Im Bank’s use of the tied aid war
chest. I am going to ask about this, but it appears that there have
not been any transactions from the war chest authorized over the
past 4 years.

Now, the Treasury has the legal responsibility to negotiate ar-
rangements in the OECD to limit tied aid export credits, and that
is an important objective. But one of the objectives of the Congress
in the 2002 reauthorization was to limit the Treasury’s role in the
Bank to the formulation, along with the Bank, of general guide-
lines for tied aid transactions. Case-by-case decisions about tied aid
were to be left to the Bank, subject to rejection by the President.
This is a complex subject, but I think we need to explore it in the
course of these hearings.

I said back then, when we did the reauthorization, and I want
to repeat it, the tied aid credit war chest is a very important re-
source to meet the challenge posed by foreign export credits and its
use should not be hampered by disagreements among Executive
Branch agencies.

Mr. Lambright, let me ask you, how many transactions have
been financed with funds from the war chest since September
20027

Mr. LAMBRIGHT. None.

Senator SARBANES. None? How do you explain that no war chest
transactions have been authorized?

Mr. LAMBRIGHT. Given the U.S. Government’s success over the
last 15 years to reduce the amount of tied aid use globally, we now
have a war chest that is a tool to be a deterrent but not to be used
with great frequency. And as a result, the policy parameters sur-
rounding when it would be appropriate

Senator SARBANES. But does it continue to be a deterrent if you
use it with no frequency?

Mr. LAMBRIGHT. That is a good question, Senator, but the global
use of tied aid has come down. And so on any particular case that
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we assess we need to make sure that it meets all of the trans-
actional and policy elements. And the cases that we have seen we
have pursued, but they have dropped away for a variety of reasons,
leaving us with no approved transactions, as you noted.

Senator SARBANES. When does the Treasury become involved in
any transactions in this case-by-case examination?

Mr. LAMBRIGHT. The charter does give Treasury a consultative
role in the process and they weigh in early in the process to assess
the proper course of action. Sometimes the decision might be to
pursue remedies in the OECD. Other times it might be to develop
information on a case to decide whether or not Ex-Im war chest
funds would be appropriate to use.

Senator SARBANES. Have there been instances in which Ex-Im
thought that using the war chest was reasonable but it was blocked
by Treasury?

Mr. LAMBRIGHT. I would not say that we put forward a formal
proposal to use it and it was blocked. The way it works in practice
is, as we develop a file on a case to answer all of the transactional
and policy elements sometimes the cases just do not come to fru-
ition. Even if at the beginning we would have thought that it did
meet the criteria, sometimes exporters just do not stick it out with
us through the whole process.

And so while there may have been cases that would have fit the
criteria, we never had any that went all of the way to winning an
American contract.

Senator SARBANES. I mean, you are saying we have the OECD
limitations and people are adhering to those. But it is my under-
standing that countries are developing all sorts of end runs around
these limitations. Is that correct?

Mr. LAMBRIGHT. We certainly have heard of cases where there
have been rule violations or new types of government financing
that we have to deal with. Where there have been clear violations
is where I think the procedures have worked best.

We did have one case where there was a violation. Ex-Im Bank
did make its war chest funds available but ultimately the exporter
did not win the contract.

Senator SARBANES. What can you do to get a better handle in
terms of knowledge and information about these alternative ways
of financing that competitor countries are using?

Mr. LAMBRIGHT. Just next week, I am hosting my G-7 Export
Credit Agency head counterparts where this will be a major focus
of discussion. In our preliminary conversations with them, I think
what we are seeing is more and more use of these, particularly by
the Chinese. So we are going to be spending a great deal of time
next week exploring the details of those kinds of financings and
how traditional Export Credit Agencies can respond.

Senator SARBANES. I have to say to you, and I will close this line
of questioning, it does not seem to me that the Bank is standing
shoulder-to-shoulder with our exporters the way it should be doing
in terms of the competition. If it is a level playing field out there,
than it is up to the exporter to compete on price and quality. If that
is the basis of it, I think our people can do quite well. And if they
can do quite well then we need to examine why we are falling
short.
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But it is my understanding that other countries are figuring out
all kinds of ways to provide support to their exporters and that our
people take it on the chin as a consequence.

Mr. LAMBRIGHT. Senator, I agree with you 100 percent on the
competitiveness of the U.S. exporter. In terms of U.S. Ex-Im Bank
with respect other Export Credit Agencies you are right, there has
been some divergence in the flexibilities that various Export Credit
Agencies hold.

Certainly in Europe, many of the Export Credit Agencies have
been given greater flexibilities to operate effectively off budget and
that has freed them up to find a number of new tools to compete
with the emergence of new forms of government finance.

The U.S. Ex-Im Bank is a very traditional Export Credit Agency
by our charter. We are focused on the U.S. jobs associated with ex-
ports and so our policies reflect that focus. But I can tell you that
I personally come to work every day thinking about how to help
U.S. exporters and keep jobs here in the United States.

And if T see any way that the U.S. Ex-Im Bank can stand up on
behalf of exporters, I will do that.

Senator SARBANES. You keep referencing Europe but my under-
standing is that China, Brazil, India are all engaged in these ac-
tivities as well. Is that correct?

Mr. LAMBRIGHT. You are absolutely right and they are outside of
the OECD and not constrained by the rules that we operate by.
What I was suggesting is that some of the European ECA’s are de-
veloping flexibility to try to compete with those emerging Export
Credit Agencies.

Senator SARBANES. I know the Chairman asked about this or has
expressed an interest in it. And that is what can the Bank do to
strengthen its small business program? Is there a small business
division within the Bank?

Mr. LAMBRIGHT. Just in the last few months, we have taken a
number of steps to further our small business outreach. We now
have a new small business unit headed by a Senior Vice President
that has about a tenth of our staff focused exclusively on outreach
to small businesses and advocacy within the Bank for small busi-
nesses. There are a number of other steps that we have taken to
improve our technology, to designate specialists within each Bank
division, who will be experts on small business.

So there is a lot we are doing but we strive every day to do more
and more for small businesses that need our help to export.

Senator SARBANES. Is the position of Executive Vice President
and Chief Operating Officer, do you continue to hold those posi-
tions and Acting President as well?

Mr. LAMBRIGHT. Technically, in the paperwork, I suppose my
title was changed to Acting President but those positions are not
filled.

Senator SARBANES. Not filled?

Mr. LAMBRIGHT. Right.

Senator SARBANES. Is it the assumption that you will return to
them because there has now been a nomination for President of the
Ex-Im Bank; is that right?

Mr. LAMBRIGHT. Right, and——
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Senator SARBANES. Okay, I am sorry. I was misinformed. You are
waiting.

Mr. LAMBRIGHT. I am currently the Acting President of the Bank,
as well as, just a few weeks ago, have been nominated to the posi-
tion and I await Senate confirmation.

Senator SARBANES. I assume those positions will not be filled
until the Senate acts on your nomination; is that correct?

Mr. LAMBRIGHT. That is most likely, yes, sir.

Senator SARBANES. Okay. Thank you very much.

Thank you, Mr. Lambright.

Mr. LAMBRIGHT. Thank you, Senator.

Senator CRAPO. Again, thank you, Mr. Lambright.

We appreciate your attention to these issues and coming before
us today.

That will conclude our first panel. You are excused, Mr.
Lambright. We appreciate your attendance.

Mr. LAMBRIGHT. Thank you, Mr. Chairman.

Senator CrRAPO. I will call up the next panel and while they are
coming up let me introduce them.

The next panel, as I indicated at the outset, is made up of Mr.
Gerald Rama, who is the Senior Vice President and Deputy Group
Head of Global at PNC Bank; Mr. Al Merritt, President of MD
International, Inc.; and Mr. John Matthews, the Managing Director
of Boeing Capital Corporation.

Gentlemen, if you will please these take your seats at the appro-
priate part of the table as designated, and Mr. Rama, we will begin
with you.

I would like to remind all of our witnesses that we want to have
you—by the way, I wanted to say you provided very excellent writ-
ten testimony. You are not going to be able to say it all in 5 min-
utes but I encourage you to remember to watch the clock and then
we will get into some good discussion.

Mr. Rama, you may proceed.

STATEMENT OF GERALD F. RAMA
SENIOR VICE PRESIDENT AND
DEPUTY GROUP HEAD GLOBAL, PNC BANK
ON BEHALF OF
THE BANKERS’ ASSOCIATION FOR FINANCE AND TRADE

Mr. RAMA. T am pleased to be here today to express the banking
industry’s view on the reauthorization of the U.S. Ex-Im Bank, par-
ticularly since I have had the opportunity of work consistently with
the Ex-Im Bank over the last 32 years. The agency and staff, in
my mind, are some of the most committed and hard-working public
servants.

The credit support Ex-Im provides is a vital and integral compo-
nent in the competitiveness of American products in the inter-
national market. Its reauthorization is designed to keep American
products competitive in the global marketplace.

My written statement includes comments on a variety of topics.
This morning I will focus on the two topics I believe are the most
important, economic impact and domestic content.

The Export-Import Bank is required to consider the extent to
which transactions are likely to have an adverse effect on indus-
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tries and employment in the United States. Though the rationale
for this requirement is understandable I am unaware of another
ECA that is subject to a similar requirement. In most cases, the
domestic harm that might result from a transaction will occur
whether or not the U.S. exporter seeking Ex-Im support makes the
sale. If the U.S. exporter does not make the sale, one of its competi-
tors from another country will.

In evaluating economic impact however, Ex-Im staff does not
consider the availability of goods from foreign sources. We strongly
feel that the Bank should take into account whether a project will
go forward, particularly since we may be limiting an exporters abil-
ity to be considered a consistent and righteous provider in future
sales and in this sale.

We appreciate the mission of the Export-Import Bank and the
U.S. jobs created through exports. We feel that the Bank has
adopted an overly restrictive policy of only providing credit support
for the value of the U.S. content and capital goods term sales. The
Bank limits its involvement in the transactions for the lesser of 85
percent of the value of eligible goods and services and 100 percent
of the U.S. content in those goods and services. If the U.S. export
consists of 50 percent U.S.-made components and 50 percent non-
U.S. made, the Bank support is limited to 50 percent of the con-
tract price. This is problematic because as the complexity increases
in the manufacturing processes and the sourcing of components it
is more difficult to track the levels of sources of non-U.S. content.

This is particularly true for small businesses who lack the re-
sources to do such research. Requiring strict proportionality results
in fewer U.S. exports than could otherwise be achieved.

Other countries have concluded that strict porportionality and
less strict accounting for content is not required. For example, Ja-
pan’s ECA does not reduce its support of transactions that have at
least 30 percent Japanese content and Canada decides its level of
support on a case-by-case basis. Italy’s ECA announced in 2004
that it would shift its standard from made in Italy to made by
Italy. And Ex-Im reported that other countries are moving to this
approach as well.

Ex-Im should adopt a case-by-case approach that balances the
costs and benefits of individual transactions rather than adhering
to a strict formula that requires precise tracking of U.S. content
and we urge Congress to express its support for that approach as
well.

The Export-Import Bank, I am saying this again, plays a key role
in helping U.S. businesses of all sizes compete in markets around
the world. Ex-Im has recently been critiqued as being too slow and
overly conservative. Within the constraints of its budget and re-
sources we feel that Ex-Im Bank and its current management is
doing a good job, particularly as the staff has lost experienced per-
sonnel through attrition. But improvements can always be made.

We believe the Bank is hampered by having too few people and
too many requirements imposed on it by Congress and by the Gov-
ernment requiring seasoned staff to do that work that do not relate
to its primary mission. We urge Congress to provide the Bank with
significant additional resources in its administrative budget and to
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act on our recommendation to reduce the Bank’s administrative
burdens.

We look forward to continuing to work with Members of Con-
gress and with the Bank to maximize its effectiveness in promoting
American exports.

Thank you.

Senator CRAPO. Thank you very much, Mr. Rama.

Mr. Merritt.

STATEMENT OF JAMES “AL” MERRITT
PRESIDENT AND CEO,
MD INTERNATIONAL, INC., MIAMI, FLORIDA

Mr. MERRITT. Thank you, Chairman Crapo and Senator Bayh
and Members of the Subcommittee. Thank you for asking me to ap-
pear here today. This is a thrill for a small business owner from
Miami to come up here to Washington and be in this fancy room.
So thank you.

Senator CRAPO. We welcome you here.

Mr. MERRITT. I am Al Merritt, President, Owner, and Founder
of MD International, a small business based in Miami, Florida. We
export medical equipment and services, primarily to Latin America.

MD International has used Ex-Im Bank financing on numerous
occasions during our 19-year history. In 2003, we had the honor of
being named Ex-Im Small Business Exporter of the Year, which
was very thrilling with a ceremony here in Washington, DC.

We are proud of the relationship we have had with Ex-Im and
we look forward to working with them in the future.

I also appear here as a board member of the Small Business Ex-
porters Association of the United States. SBEA is the Nation’s old-
est and largest nonprofit association of small and mid-sized compa-
nies.

We had a meeting in Miami in my offices 2 weeks ago and people
flew in from around the country from our association to prepare for
this and discuss the issues, so I am truly speaking for the associa-
tion as well as my own company.

SBEA represents the more than 22,000 companies of the NSBA
that export. The NSBA is the National Small Business Association
that has 22,000 members in the United States.

As in prior years, SBEA and NSBA strongly support the 2000 re-
authorization of the Ex-Im Bank by Congress. We are optimistic
about Ex-Im’s future under the leadership of Jim Lambright and
we appreciate the open and honest dialogue that we have had with
him thus far and the other Ex-Im Bank board members and the
Ex-Im Bank senior management.

A strong Ex-Im Bank is very much in the interest of smaller
companies and the Nation as a whole. Ex-Im is not simply the
bank of last resort but for many small exporting companies it is the
bank of only resort.

Yet while we honor Ex-Im Bank for financing billions of dollars
in export sales by smaller companies, we also want to offer some
recommendations for improving the Bank’s performance in a rap-
idly growing globalizing and competitive world.

This subject is treated extensively in my written testimony,
which I will simply summarize.
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First, we backed the mandate enacted by Congress in 2002 that
Ex-Im devote 20 percent of its financing dollars strictly to small
business. The 20 percent mandate remains a reliable indicator of
}:‘he Bank’s focus on small business and the effectiveness of its ef-
orts.

The Bank exceeded this mark several times in the 1990’s and it
reached 19 percent or better several times since. The fact that the
Bank has fallen below the mandate since 2002 is no reason to
change this measurement.

SBEA believes that the Bank can achieve the 20 percent man-
date consistently if it organizes its efforts under a small and me-
dium-size enterprise division comparable to the highly successful
ones at the Overseas Private Investment Corporation and the Ca-
nadian Export Credit Agency. Ex-Im needs permanence and sta-
bility in its SME operation.

By our count, Ex-Im has had 15 major changes in the structure,
leadership, and responsibilities of its small business operations just
in the past 10 years. Ten of those changes have occurred since the
last reauthorization. I think that is a key point.

At various points since 2002, a Group Vice President, a Senior
Vice President, a Vice President, and an Office Director have head-
ed the Bank’s small business organization.

At times since 2002, the operation has reported directly to the
Bank President, at times to lower middle management figures and
at times there has been no small business office at all.

During periods when the Bank has had a designated small busi-
ness operation its responsibilities have fluctuated considerably, as
has its authority to make decisions about transactions. Normally,
we prefer to let Ex-Im Bank handle small business on its own and
we certainly commend Chairman Lambright and the Bank’s man-
agement staff for the effort that went into the recent Small Busi-
ness Committee proposal. But on this point the Bank needs some
additional Congressional guidance, in our opinion.

The commercial banking community, exporters, and the Bank
staff need to know that the small business operation is permanent
and stable. They need transparency and a sustained focus. Con-
gress needs clear accountability. We recommend that Congress cre-
ate a small and medium-sized enterprise division at Ex-Im Bank.
We recommend that the division handle all of Ex-Im small business
financing and credit decisions, that it have full-time staff including
underwriters dedicated exclusively to small business transactions
%nd ghat the head of the division report directly to the Ex-Im Bank
oard.

A similar structure has helped OPIC go from $10 million in
small business financing in 2001 to $347 million in 2005. It lifted
Canada’s Export Credit Agency from dealing with less than 500
SME'’s to dealing with 7,000, one-fifth of Canada’s exporting compa-
nies. Ex-Im deals with about 1 percent of the SME exporters in
this country.

We suggested two ways that Ex-Im can use this proposed SME
division to increase U.S. exports. First, it can focus on the 60 per-
cent of SME exporters who are only shipping to one country and
encourage them to ship to two or three. The Commerce Department
can help Ex-Im with this.
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Second, Congress can direct Ex-Im to begin delegating authority
for medium-term transactions to commercial banks and export fi-
nance institutions. Medium-term financing covers periods of 6
months to 7 years. It is what buyers of U.S. manufactured capital
equipment want. Those capital equipment exports offer the
quickest payoffs in high-paying jobs at home, trade deficit reduc-
tion, and benefitting for U.S. manufacturing.

Yet, while SBA delegates authority for its small export finance
transactions and OPIC is delegating authority for its larger trans-
actions, and even Ex-Im itself delegates authority for other trans-
actions, the Bank still does all of the nuts and bolts work for me-
dium-term transactions at its headquarters.

One consequence is that medium-term transactions take inordi-
nate amounts of time, sometimes more than a year. The slow pa-
pelrwork, heavy process is costing our country important export
sales.

Giving commercial banks more authority to move these trans-
actions along subject to final Ex-Im approval would be enormous
benefit to exporting companies of all sizes.

That concludes my remarks and I would be happy to take any
questions.

Senator CRAPO. Thank you very much, Mr. Merritt.

Mr. Matthews.

STATEMENT OF JOHN MATTHEWS
MANAGING DIRECTOR, BOEING CAPITAL CORPORATION
ON BEHALF OF
THE NATIONAL ASSOCIATION OF MANUFACTURERS,
THE NATIONAL FOREIGN TRADE COUNCIL, AND
THE COALITION FOR EMPLOYMENT THROUGH EXPORTS

Mr. MATTHEWS. Mr. Chairman and Members of the Sub-
committee, I am John Matthews, Managing Director of Boeing Cap-
ital Corporation, the financing arm of the Boeing Company.

We at Boeing and the other members of NAM, NFTC, and CEE
strongly support the reauthorization of Ex-Im Bank. Each year, Ex-
Im Bank supports some 3,000 overseas sales of American-made
goods and American-provided services. During fiscal year 2005, Ex-
Im issued $13.9 billion in financing, mostly guarantees and insur-
ance of commercial loans. That financing supported $17.8 billion in
U.S. exports. Those export sales, in turn, supported thousands of
jobs for American workers.

Most of these transactions are sales by small and medium-sized
companies. But even for large corporations like Boeing, Ex-Im
Bank plays an essential role not only for our 50,000 commercial
aircraft employees but also for our 26,000 U.S. suppliers and ven-
dors throughout all 50 States.

In 2005, the Boeing Company purchased approximately $5 billion
from more than 11,500 small business suppliers in the United
States. Of that total our commercial unit, Boeing Commercial Air-
planes, paid $1.4 billion to over 2,900 American small businesses.

Today, I would like to focus on three key points. One, financing
is the key element of global competition. Two, Export Credit Agen-
cies are growing around the world. And three, Ex-Im Bank is finan-
cially sound.
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First, financing. Traditionally, companies competed on product
quality, price, and service. In today’s world, financing is an increas-
ingly important competitive element. Ex-Im Bank has two central
missions: To level the playing field first when U.S. exporters are
confronted with competitors that have ECA financing; and second,
when commercial banking is not available. Each year, 70 percent
of all Boeing’s commercial aircraft sales are to overseas customers.
Historically, 30 percent of these Boeing exports have relied upon
Ex-Im to provide loan guarantees. In fiscal year 2005 alone, Ex-Im
authorized financing to support the export of 78 Boeing commercial
aircraft to 19 airlines located in 18 different countries around the
globe, including nations in Africa and Latin America. This rep-
resented 33 percent of all of our exports for that year.

Second, Export Credit Agencies. Virtually all trading nations op-
erate Export Credit Agencies. The most recent data show that ECA
financing is increasing worldwide. Last October, the International
Union of Credit and Investment Insurers, the Berne Union, re-
ported that its 52 member ECA’s executed a total of $788 billion
in financing during 2004, the highest total ever measured.

That total approaches 10 percent of global trade flows in that
year. Even more telling, the 2004 total marked a 60 percent in-
crease over the 2001 level of $470 billion. While the structure of
ECA’s varies from country to country, virtually all operate in close
corporation with their national government and most operate with
government financial support of some type.

Faced with that financial backing for its foreign competitor, no
U.S. company, no matter how large, can compete on its own. When
foreign ECA support is present, we must have the backing of Ex-
Im Bank.

Third, Ex-Im Bank is financially sound. At the end of fiscal year
2004, the most recent public data, Ex-Im Bank had a total expo-
sure of $61.1 billion. Against that exposure the Bank had $9.6 bil-
lion in reserves, a very strong reserve position.

Exporters and our overseas customers pay fees for Ex-Im’s par-
ticipation in overseas sales, which in the last several years have
covered the Government’s costs of operating the Bank.

Ex-Im charges interest on its direct loans and premiums for its
guarantees and insurance. Ex-Im does not subsidize interest rates.
In financial terms, Ex-Im’s commercial role is in mitigating risk,
especially in markets where commercial financing is not available.

Specifically in aircraft transactions, Ex-Im generally does not
provide direct loans. Rather, Ex-Im guarantees that if the airline
customer defaults on the loan, Ex-Im will assume the financial li-
ability. These guarantees make it possible for certain foreign air-
lines, especially in developing countries, to secure commercial bank
loans they might otherwise not qualify for at those commercial
banks. Ex-Im has not incurred any losses on its commercial air-
plane guarantees over the past 15 years. This is a real testament
to the continuing effective due diligence performed by the Bank be-
fore it provides guarantees to foreign airlines.

According to the Bank’s Annual Report, Ex-Im generated a net
income of $2 billion during fiscal year 2004 through its interest
charges, premiums, and fees. Unfortunately, under the Credit Re-
form Act of 1990, the Bank cannot utilize its own revenues to cover
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its costs. Instead, the Bank must obtain annual appropriations for
both its operating expenses and its loan loss reserves. As a result,
the Bank is handicapped by the Government’s own budget rules.

In conclusion, Mr. Chairman, I want to thank you for the oppor-
tunity to testify today. The Bank is indispensable to Boeing and
has been innovative and reliable in times of crisis, such as the fi-
nancial markets’ retrenchment in the aftermath of September 11.
It is critical to our ability to compete against a subsidized compet-
itor while sustaining high-paying U.S. jobs.

We commend this Committee for its timely consideration of Ex-
Im Bank’s reauthorization, and we urge that the Committee act ex-
peditiously to report the reauthorization bill to the Senate so that
Congress can complete the legislative process prior to the Sep-
tember 30 expiration of the Bank’s charter.

I would be happy to answer any questions.

Senator CRAPO. Thank you very much, Mr. Matthews. And again
to each of you, I thank you for not only your testimony here today
but also the written testimony that you have provided, which has
gone into a number of issues in more detail that you have been
able to do in your comments and it will be very helpful to us.

I want to just start out with you, Mr. Rama. I was interested in
both your discussion of the economic impact and the domestic con-
tent issues. Starting out with domestic content, could you review
with me again just what the U.S. rule is, what is required?

Mr. RAMA. We will only support on term capital goods, capital
goods sales, medium-term not short-term up to the U.S. content
with the foreign content being no more than 85 percent. So that if
you have a $100 million sale, $60 million of which is U.S. made,
$40 million is non-U.S. made, Ex-Im will only support the $60 mil-
lion level.

The second problem with the U.S. content is you have many
small businesses that do not know what the sources of their pri-
mary material are and are unable to complete the forms necessary
to access Ex-Im Bank. There is a major supplier in the Pennsyl-
vania area of rebuilt carburetors employing thousands of people,
selling both domestically and internationally, that cannot tell you
where the original carburetor came from or where the original auto
part came from and cannot access to Ex-Im.

Senator CRAPO. I was interested in, was it Japan or Italy that
was changing——

Mr. RaMA. All of the above.

Senator CRAPO. They are doing made by as opposed to made in.

Mr. RaMA. That is correct.

Senator CRAPO. The notion there is that if the manufacture takes
place there that they are not focusing so much on where the indi-
vidual parts came from.

Mr. RAMA. We stand, as a bank, PNC—and I am representing
BAFT, but I can speak specifically for PNC. We were the most ac-
tive in the number of transactions in medium-term transactions
with Ex-Im last year. We devote inordinate amounts of time work-
ing with exporters and with Ex-Im trying to figure out whether the
goods qualify. Sometimes they simply do not and it is a lost sale
and a lost financing.
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Senator CRAPO. What is the source of the U.S. domestic content
rule? Is that in statute?

I see someone behind you shaking their head yes.

So basically, the Ex-Im Bank is operating under a statutory re-
quirement that they deal with these——

Mr. RAMA. I think the reality of the global marketplace, that par-
ticular issue, people simply do not know where their primary prod-
ucts when they are manufacturing is coming from. And they are
being asked to make an attestation and oftentimes they simply
cannot. The bigger companies can because they have the research,
et cetera. The small companies simply cannot. And sales are lost
and opportunities are lost, in our mind.

Senator CRAPO. I suppose that one of your recommendations
would be regardless of whether this is a statutory requirement or
not, we should probably address the question as we deal with reau-
thorization?

Mr. RAMA. Yes, sir.

Senator CRAPO. Thank you very much.

Let us move to your discussion of economic impact, as well. You
indicated in your testimony that your concern with it was that even
in those cases—and let me get to it—where if a U.S. exporter does
not make the sale, one of its competitors from another country will.

Mr. RAMA. That is correct, sir. That is our opinion.

Senator CRAPO. I underlined your, as I was reading it, the notion
that the competitor from another country will. How does the Ex-
Im Bank make that determination with confidence, that another
competitor from another country will be the one that steps in and
makes that sale?

Mr. RAMA. In my mind, there is a partnership with Ex-Im Bank
and it is a tripartite partnership with the importer, the exporter,
and oftentimes the Bank. When the importer is saying I can buy
this product elsewhere and they are showing you a quote, I think
that answers the question.

Certainly, I am not doing major financing in my own bank, but
we have been involved with issues involving economic impact. And
when we lost that sale, when the U.S. company lost the sale, the
project was made anyway.

In talking at—I am a member of BAFT, which is part of the
ABA—our last Trade Finance Committee meeting it was generally
stated that no one could say one project that was not done by Ex-
Im because of economic impact that was not done anyway with
sourcing from other places.

It becomes also problematic when that supplier is further
deemed to be unreliable in the global marketplace because the im-
porters do not know whether Ex-Im will support them.

Senator CRAPO. I understand the points you are making and I
also see the potential problem if the United States began sub-
sidizing or supporting transactions that truly are competitive with
the U.S. producer, if there is a U.S. producer who could fill that
order. And it seems to me that that is an issue we want to address
because, as you indicate, if in fact the transaction will take place
with a non-U.S. producer no matter what, that is pretty relevant.
But on the other hand if, in fact, a U.S. producer has the most like-
ly opportunity to pick up a transaction if we do not finance it from
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some other source, that should be a very relevant factor in the Ex-
Im Bank deliberations.

And so somehow we have to get to a median level here where we
are analyzing the right things and making the determinations on
the right basis. I understand your point.

Mr. RaMmA. And I agree, sir, the question is particularly difficult.
But again I think the research will prove, at least from the bank-
er’s perspective, that the deals are getting done. However the reso-
lution occurs, I do not have an answer. I am simply raising the
point.

Senator CRAPO. Thank you very much.

Mr. Merritt, I would like to turn to for a moment. You are a very
strong and eloquent advocate for the small business mandate.
There are some who say that the calculation of how we hit the 20
percent is not been made or does not take into consideration the
small business benefits from a lot of other transactions that are
considered to be large transactions and so forth.

To me, one of the facts that was the most significant about the
testimony of Chairman Lambright was that no small business loan
had been denied on a budget basis. In other words, if they had
been denied it was on other grounds. What does that say to you?

Mr. MERRITT. I do not really know how they calculate those num-
bers. I think that if Boeing has small business suppliers to them,
I believe that they included those in that 20 percent.

They do not? Okay, so I really do not know how they make those
calculations.

I understand that about 28 percent of all U.S. exports are made
by small companies, companies with less than 500 people. And the
Bank has no office to support those transactions, with no authority
to make credit decisions.

Senator CRAPO. I also found or have significant interest in your
suggestions as to this office that you would like to see the Bank
establish. You went into this a little bit in your testimony and I
would like you to expand on it.

Chairman Lambright has taken some steps in that direction and
has established this new unit that will report and has a person
with I think the same level of seniority in the company that you
were recommending. What are your thoughts about what they have
done so far and what, in addition to that specifically, do you think
that we would need to encourage them to do?

Mr. MERRITT. I think, with all respect, that started 2 months ago
immediately prior to the Bank’s reauthorization. There has been 15
changes, 10 in the last 5 years. So, I really do not think that the
Bank is structured competitively for the people like us in a small
business.

I think the best way to measure things is by comparison. In Can-
ada, as a comparison, their Ex-Im Bank equivalent financed $57
billion in export transactions and of those, $11 billion were small
business. Our bank did $18 billion and of those $2.7 billion were
small business. Canada’s economy is one-seventh the size of our
economy.

The reason that the Bank has been so successful is about 10 or
12 years ago they set up an office like what we are asking the
Bank to do, which is dedicated to small business, a separate team
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of people with a career track, with authority to make credit deci-
sions that structure for small businesses, for this 28 percent of our
economy, 28 percent of the exporters that are represented by small
businesses. Our Bank does not have an office like that.

Senator CRAPO. So basically your point is that there is plenty of
felrtile ground out there for these types of loans if we can sim-
ply—:

Mr. MERRITT. You better believe it. I can tell you, many compa-
nies like our size, we do not have the time to go through the proc-
ess lz;nd try to figure out who we should talk to this year at the
Bank.

We were talking about the tied aid before. It is a very similar
situation with tied aid. When we see tied aid cases, the effort that
it takes a small business, a company with $10 million, $20 million,
or $30 million in sales to fight that battle in Washington, we just
do not have the ability to do that.

If we had an advocacy office in the Bank that looked after our
interests, that came to know us as clients, it would be a very dif-
ferent story, I believe.

We made some calculations yesterday and the small business ex-
porters, if we only increase 10 percent the amount that they are
exporting, it will take a $280 billion bite out of our Nation’s $700
billion deficit. We have an enormous problem in this country, and
this Bank is a key element in the solution, along with Commerce
Department and trade promotion, to solve that problem.

Senator CRAPO. Thank you very much. I appreciate that.

Mr. Matthews, in your testimony you talked a little bit about the
way in which we handicap the Ex-Im Bank by our own budget
rules. Your point, if I understand it correctly, and I would like you
to explain it to me a little bit, is that the Ex-Im Bank generates
a significant amount of income through its interest charges, pre-
miums, and fees. And yet it is not allowed to use those varied re-
sources, its own revenues, to cover its own costs. And it has to
come back to Congress on an annual basis to get appropriations
and so forth.

First of all, tell me if I have explained the issue correctly and
clarify it a little bit, if you would like to.

But also, would you recommend that we change the operations
of the Bank so that we allow them to use their own revenues for
these costs and then to engage in more transactions?

Mr. MATTHEWS. Thank you, Senator.

Yes, as I mentioned, the Bank generated over $2 billion in fees
and interest in 2004, and that was more than enough to cover its
costs of operation. So we believe that if the Bank is able to retain
those earnings and revenue over time the surplus would grow and
they would be able to do more business without imposing any fi-
nancial impact on the Government.

As far as whether we would recommend changing that, I think
we would but we would like to get back to you in writing with more
detail on that.

Senator CRAPO. Certainly, and I appreciate that.

Let me say to the entire panel, just because of time I am going
to have to wrap up here. There is a lot of questions on each one
of your testimony that I would like to pursue further with you, al-



22

though the testimony itself is very helpful. And we can go into a
number of the aspects of it simply with your written testimony.

But I would encourage you, if there are additional points or if
you want to clarify or enhance anything or any points that you
have made, please do not hesitate to submit further supplemental
testimony to us if you will, as we move forward.

We are going to hold another hearing on the economic impact
issues specifically, but just in reviewing your testimony I have seen
a number of other issues I personally was not aware of and will
be very interested in pursuing.

So again, thank you for the time and effort that you have put
into preparing you written and your oral testimony today and your
interest in the Bank. I do know that although each of you have
raised issues about how we can improve and strengthen the sys-
tem, each of you have very strongly indicated that we should pro-
ceed expeditiously with the reauthorization of the Bank and try to
strengthen it because it is a very key part of our competitiveness
globally. And I want to let you know that I agree with that. I be-
lieve our whole panel, our whole Subcommittee, and full Banking
Committee agrees with that. And we just need to figure out the
things that we need to do to improve and strengthen the operations
of the Ex-Im Bank.

So with that, again I thank you all for coming and this hearing
will be adjourned.

Thank you.

[Whereupon, at 11:15 a.m., the hearing was adjourned.]

[Prepared statements and additional material supplied for the
record follow:]
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PREPARED STATEMENT OF SENATOR MICHAEL B. ENZI

I would like to thank Senator Crapo for scheduling this important hearing on the
reauthorization of the Export-Import Bank. I also want to thank Mr. James
Lambright, acting Chairman and President of the Export-Import Bank, Mr. Gerald
Rama, Mr. Al Merritt, and Mr. John Matthews for agreeing to testify today.

As the official export credit agency of the United States, the mission of the Ex-
port-Import Bank is to assist in the financing of goods and services from the United
States for export. Since the Bank operates under a renewable charter that is author-
ized through September 2006, it is important that the process for reauthorization
begin and I applaud the work of Senator Crapo for holding this hearing.

I am a strong supporter of encouraging U.S. exports abroad. By expanding our
Nation’s ability to export, we are in turn creating more jobs and stimulating the
economy here at home. It is clear that some businesses cannot obtain the funding
necessary to expand their export business without the financial support of the Ex-
port-Import Bank. In addition, as a former small businessman, I am particularly
supportive of the small business lending mandate that was increased in the 2002
reauthorization. I hope that the Bank will work with the small business community
to encourage additional applications. I also hope that small businesses are receiving
the support they need from the Bank in order to increase their ability to export.

One issue that I have major concerns with is the economic impact determination.
As you know, when the Board of Directors reviews an application, the Board will
look to see if the benefits of approving the proposal outweigh the costs. It is my un-
derstanding that the Board will only look at the benefits/burden analysis during the
repayment period. By only looking at the economic impact during the repayment pe-
riod, the Board is receiving a skewed version of just how detrimental certain loans
can be to the U.S. economy. The Bank is currently reviewing an application to fi-
nance the export of refurbished locomotives to a soda ash facility in Kenya. I am
strongly opposed to this application. If approved, U.S. taxpayers will be subsidizing
a soda ash facility overseas that will be in direct competition with domestic soda
ash producers. Soda ash, which is a primary raw material in the manufacture of
glass and detergents, is America’s largest inorganic chemical export. About 90 per-
cent of soda ash production in the United States is located in my home State of Wy-
oming. This industry is a crucial supplier of jobs and economic expansion in commu-
nities throughout Wyoming. By aiding this facility in Kenya, the Export-Import
Bank would be supporting a company that is a direct competitor of U.S. companies
in the soda ash export market.

Under the application discussed above, the Board will only review the costs asso-
ciated with increasing global production of soda ash over 6 years, or the life of the
loan in question. It is clear that refurbished locomotives can be used for far longer
than the 6-year period. By limiting the economic impact period to the life of the
loan, the Bank is giving its economic support to projects that in the long-run will
have a detrimental impact on the U.S. economy. This practice must change.

This proposal is one example of the flaws in the current economic impact process.
Under its own Economic Impact Fact Sheet, the Export-Import Bank stresses the
fact that its charter requires that the Bank “assess whether the extension of its fi-
nancing support is likely to yield a net adverse economic impact on U.S. production
and employment or would result in the production of substantially the same product
that is the subject of specified trade measures.” In order to ensure that the Bank
is not approving applications which would adversely affect the American economy,
the Bank must look at the economic impact of a proposal over a timeframe that is
similar to the life of the export.

As the Banking Committee considers the reauthorization of the Export-Import
Bank, I urge my fellow Members of this Committee to ensure that the Bank is up-
holding its duty to properly balance the benefits of an application with any negative
economic impact on the U.S. economy.

Thank you again to Senator Crapo for holding this important hearing today.

PREPARED STATEMENT OF JAMES H. LAMBRIGHT
ACTING CHAIRMAN AND PRESIDENT
EXPORT-IMPORT BANK OF THE UNITED STATES
MARCH 8, 2006

Mr. Chairman, Senator Bayh, Members of the Subcommittee, I am pleased to be
here today to testify on the 2006 reauthorization of the Export-Import Bank of the
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United States (hereinafter Ex-Im Bank, or Bank). Ex-Im Bank was originally char-
tered in 1934 and has played an active role in assisting in the financing of U.S. ex-
ports ever since. The mandate of the Bank as expressed in our charter is to create
and sustain U.S. jobs by supporting U.S. exports that otherwise would not go for-
ward. And while there are many issues pertaining to Ex-Im Bank policies that I will
discuss in this testimony, that mandate remains at the core of why the Bank exists
and why it should be reauthorized.

There is little argument that we are living in a very competitive global economic
environment, and there are many instances when our exporters cannot be left to go
it alone if we are to sustain the well-paying jobs behind those exports. In this kind
of environment, the United States cannot afford to unilaterally disarm. The specific
role of the Bank is to help provide export financing in instances where otherwise
creditworthy transactions would not go forward. That can occur when private sector
banks find a market or a buyer too risky for commercial financing, or when the ex-
port credit agencies of other countries offer support to their exporters in order to
secure a sale for their workers and industries.

Make no mistake about it—I believe that U.S. workers make goods and services
that can more than match the price and quality of any of our major competitors.
But when other export credit agencies such as COFACE of France, Hermes of Ger-
many, or ECGD of Great Britain offer financial support to their exporters, Ex-Im
Bank steps in to “level the playing field” for our exporters and our workers. We
want to make it possible to keep those jobs here in the United States.

We do this by offering direct loans to foreign buyers of U.S. goods and services,
guaranteeing commercial bank loans to those same buyers, guaranteeing working
capital loans to U.S. exporters to make it possible for them to make the exports and
offering insurance policies so exporters, especially small business exporters, can
offer extended payment terms to their foreign buyers. It is through working capital
guarantees and our insurance policies that we do the great bulk of our small busi-
ness transactions, a topic I will discuss in depth below.

The Congress, through our charter, has offered us clear guidance on how to meet
our mandate. I liken it to steering a ship between two beacons. One beacon rep-
resents the benefits we offer to U.S. workers and exporters when we assist in the
financing of exports that otherwise would not occur, while the other represents the
risks associated with credit. Over the years, those exports have helped to sustain
U.S. jobs, jobs that on the average offer higher wages than nonexport jobs. Since
our 2002 reauthorization, we have authorized $47.9 billion in financing support of
an estimated $63 billion in U.S. exports. Some of those have been big ticket items
such as aircraft or power generation equipment. But over 80 percent of those trans-
actions have been made available to directly support small business exports.

But we adhere just as strictly to the other beacon—the one that represents as-
suming reasonable risk and responsible stewardship of the resources provided by
taxpayers necessary to bear those risks. The beacon of risk is “reasonable assurance
of repayment,” a term Congress has explicitly put in our charter as our standard
for making credit judgments. Once we decide to finance a transaction, we set aside
a “loss reserve” to cover expected future losses. This reserve is provided for by the
appropriations for our “program budget,” which represents the taxpayers’ contribu-
tion necessary to, when added to fees paid by our customers, serve as an estimated
loan loss reserve against expected losses on transactions underwritten in a given
year. So the taxpayers assume the risk represented by the program budget and also
provide for our administrative budget. The results have been a bargain. Currently,
every taxpayer dollar invested in the Bank’s program and administrative budgets
makes financing available for over $50 in U.S. exports. The overall loss rate for Ex-
Im Bank over the course of its history has been less than 2 percent. That compares
favorably to rates for commercial banks. Loss rates vary between markets and prod-
ucts, and we keep a close eye on what is occurring with every type of transaction.
We believe Ex-Im Bank’s financial success is attributable to (i) productive inter-
national negotiations to create a level playing field with other Organisation for Eco-
nomic Co-operation and Development (OECD) countries, (ii) responsible credit un-
derwriting standards that seek reasonable assurance of repayment and (iii) rigorous
management of our portfolio.

The conclusion is that we are conscientious fiduciaries of taxpayers’ dollars. When
we manage to steer a course between the beacons of supporting exporters and work-
ers on the one hand, and assuming reasonable risk on the other, we are of real ben-
efit to the U.S. economy.

Congress also guides us on some course refinements along the way. It has in-
structed us to make 20 percent of our financing authority available for small busi-
ness transactions, and though the 20 percent has never been fully realized, we have
never turned down a small business transaction due to lack of resources. We are
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still seeking the best course to steer in order to maximize support for small busi-
nesses, within the context that Congress has instructed us to be a demand-driven
institution and not to compete with the private sector. We are happy to follow Con-
gress’ guidance on that issue. Congress has also told us to include efforts to promote
exports to sub-Saharan Africa. As a result, Ex-Im Bank supported 115 transactions
in 20 countries in the region, totaling $461.8 million, a 36.4 percent increase over
the fiscal year 2004 volume. In addition, Congress told us to support exports from
businesses owned by women and minorities, which I will discuss later.

I was privileged to become Acting President and Chairman in July 2005, and I
am happy to continue in that role until the Senate acts on my nomination to be
President and Chairman. If I am confirmed, I will continue to steer the Bank be-
tween those beacons, to keep an even and predictable course. But I won’t be able
to do it by myself. I will need the help of our very capable Bank staff, upon whom
all Board members depend for the vital information that makes it possible for the
Bank to function. Moreover, I want to emphasize that the Chairman and President
of the Bank cannot act in isolation from the other Board members and expect to
have an effective, smooth-running institution. I depend upon my fellow Board mem-
bers for advice and counsel right now, and I can promise that I will continue in that
practice if I am confirmed. That includes assuring that members of the Board have
access to all of the information available on transactions and Bank policies, and
have access to Bank staff to supply that information. That is the way I work now,
and that is the way I will work in the future, if confirmed.

In the 8 months I have held the position of Acting President and Chairman, and
the 4 years I served on the staff level at the Bank, I have participated in Bank deci-
sionmaking and become familiar with Bank policies. The Administration’s decision
not to request any substantive changes in the policies laid out in our charter is ap-
propriate to our needs. Although the role and need for official export credit are con-
stantly evolving in the face of the changing nature of export credit competitors (from
France and Japan to China and Brazil) and the massive flows of private capital into
the emerging markets since 2000, we at Ex-Im Bank believe the current charter lan-
guage provides the institution with sufficient powers and flexibility to adjust our
programs and policies to meet those challenges.

We are requesting an extension of the charter for 5 years, to September 30, 2011.
We are also requesting that our existing authority to approve dual-use transactions,
as well as the life of the Sub-Saharan Africa Advisory Committee, be extended to
that same date.

Ex-Im Bank currently has the authority to approve transactions supporting the
financing of dual-use exports as long as the items are of a nonlethal nature and are
used primarily for civilian activities. While not widely used, that authority is impor-
tant to some of our exporters. And the Sub-Saharan Africa Advisory Committee has
proved to be a valuable source of knowledge to the Bank as we attempt to increase
our exports to this important part of the world that offers great potential for our
exporters.

Appropriations

For fiscal year 2007, Ex-Im Bank is requesting $26.4 million for its program budg-
et. When added to other available budget authority, that will give us a total esti-
mated program budget of $176.5 million. We further estimate that it will allow us
to authorize financing of approximately $17.5 billion in support of $22.5 billion in
U.S. exports. From fiscal year 2002 through fiscal year 2005, the Bank has author-
ized financing of $48 billion in support of U.S. exports using $1.6 billion in program
budget. That is a bargain for the U.S. taxpayer.

The Administration is also requesting $75.2 million for our administrative budget,
compared to $72.5 million enacted for fiscal year 2006. This pays for every aspect
of our operations, from salaries to rent. I would like to emphasize that it is the ad-
ministrative budget that is most important for our small business initiatives. It cov-
ers our outreach efforts and technological upgrades.

Small Business

Since I was appointed Acting President and Chairman about 7 months ago, no
topic has received more attention at Ex-Im Bank than small business. We have been
working with Congress on its concerns as well as with the U.S. Government Ac-
countability Office (GAO) as they prepared a report on how we interpret our small
business legislation and account for our small business transactions. We have con-
ferred with small business representatives on changes I am about to discuss. And
while I cannot say we have reached total agreement on all issues with all of the
parties involved, we are embarking on major changes in our administrative struc-
ture with the purpose of continuing to increase our support for small businesses.



26

I say continuing to increase because we have already laid a strong foundation for
growing our small business program. In fiscal year 2005, Ex-Im authorized 2,617
transactions that were made available for the direct benefit of small business, com-
pared to 2,154 in fiscal year 2002, which represents a 21 percent increase. In terms
of dollar volume, the Bank supported $2.66 billion in small business transactions
in fiscal year 2005 compared to $1.8 billion in fiscal year 2002, a 47 percent in-
crease. And the Bank’s Working Capital Guarantee Program, which benefits pri-
marily small business exporters, had a record year in fiscal year 2005. Of the Bank’s
total Working Capital authorizations of $1.096 billion, 78 percent, or $850 million,
directly benefited small business exporters.

While I recognize that we have been making progress, I am also aware that there
is room for improvement. As I stated above, Congress has placed in our charter the
mandate to make available 20 percent of our resources for direct support for small
business. We have consistently made these resources available but they have never
been utilized at the 20 percent level. We feel the way to move to the 20 percent
level and beyond is to improve our outreach programs in order to increase demand.
I have appointed John Emens to the new position of Senior Vice President for Small
Business to manage his own unit, a staff focused solely on small business outreach.
He will report directly to the President and Chairman of the Bank. The person hold-
ing the position of Senior Vice President will serve as the primary small business
advocate on the staff level, and will of course work closely with the Board member
given responsibility for small business matters. In addition, the Bank’s regional of-
fices in New York, Florida, Illinois, Texas, and California are now dedicated exclu-
sively to small business outreach and support. Since his appointment in August as
Vice President for Small Business, Mr. Emens has had a total of 129 meetings with,
and sales calls to, small businesses.

Because the new Senior Vice President for Small Business is responsible to the
President and Chairman for outreach to small business, and therefore has the lead
responsibility for increasing the number of our small business transactions and the
overall dollar amount of those transactions, we are separating those responsibilities
from Bank personnel who are responsible for actually processing the transactions—
that is, those in what we call the “business units.” That reflects what we do for all
businesses, large and small, within the Bank. It is part of our credit culture, and
reflective of the culture in the private sector, that those who must objectively evalu-
ate credit not be the same as those responsible for business outreach.

However, I want to assure you that small business transactions are processed
only by personnel experienced in small business and who are sensitive to the special
needs of the small business exporter. To further enhance our services to small busi-
ness, I have designated all such employees throughout our business units as “small
business specialists,” so that when representatives of small business come into the
Bank to discuss their transactions, they will interact with personnel who are famil-
iar to them and knowledgeable about what their needs are.

The GAO report mentioned earlier finds that Ex-Im Bank “generally classifies
small business status correctly.” Ex-Im Bank employs a transparent and reliable
methodology for determining our customers’ small business status and reporting our
direct support for small business. We have appreciated GAO’s cooperative approach
to the small business review. It has been a positive experience for Ex-Im Bank, both
in terms of reaffirming our methodology and from the perspective of identifying
areas in which Ex-Im can improve the efficiency with which we determine and re-
port our direct small business support. For example, in conjunction with the intro-
duction of our Ex-Im Online program, we are this fiscal year updating electronic
participant records, strengthening internal controls around small business report-
ing, and arranging for an independent external audit of the Bank’s direct small
business reporting starting with fiscal year 2006.

Ex-Im Bank’s Small Business Committee

We also realize that outreach to small businesses and processing small business
transactions involve almost every division within the Bank. Therefore, we have es-
tablished an Ex-Im Bank Small Business Committee (SBC) to coordinate, evaluate
and make recommendations regarding the many Bank functions necessary for a suc-
cessful small business strategy. The SBC will be co-chaired by the Senior Vice Presi-
dent of Export Finance and Senior Vice President for Small Business, who will re-
port to the President and Chairman of the Bank. And we have institutionalized this
structure by having the Board formally approve it. The SBC will be composed of
representatives from Domestic Business Development under the Senior Vice Presi-
dent for Small Business as well as the principal processing units within our Small
Business Group—Export Finance (Business Credit, Trade Finance and Insurance
and Multi-Buyer Insurance), Credit Underwriting, the Office of the General Counsel
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and Asset Management. Other divisions within the Bank, including Congressional
Affairs, will also participate at meetings.
The goals for the SBC are to:

e Provide a Bank-wide focus on small business;

e Report and evaluate each unit’s small business performance;

o Identify opportunities for cross-selling and expanding the use of Bank programs
for small business;

e Measure the progress and take steps toward meeting small business plan objec-
tives; and

e Serve as a forum for exploring new small business initiatives.

Claims Committee

In addition, we have established a new claims reconsideration procedure and
“Claims Committee.” The Claims Committee will be responsible for evaluating and
making final decisions with respect to claims originally denied by the Office of the
Chief Financial Officer. I believe these changes will help all of our customers, but
will be particularly useful to small businesses, by improving transparency in the
claims reconsideration process. In addition, the new procedure establishes formal
consultation among the business units of the Bank and the Asset Management Divi-
sion as part of the reconsideration process. The Claims Committee will comprise (i)
the Senior Vice President for Small Business, (ii) the Senior Vice President for Ex-
port Finance, (iii) the General Counsel, (iv) the Chief Financial Officer, and (iv) the
Senior Vice President for Credit and Risk Management.

To strengthen customer education about the reconsideration process, a small-busi-
ness portal with information pages will be created on Ex-Im Bank’s website. The
Claims Committee will hold its first meeting in mid-March.

Technology Upgrades

I also want to discuss with you the progress we are making regarding our tech-
nology improvements. The Bank has responded to the Congressional mandate in our
last reauthorization to “implement technology improvements that are designed to
improve small business outreach, including allowing customers to use the Internet
to apply for the Bank’s small business programs.” The Bank has substantially ex-
panded its online capabilities for its customers, especially small businesses. The
Bank has been implementing online capabilities in stages. In the past 5 years, we
have done the following:

e Forms automation. Ex-Im Bank has updated its website to provide all customers,
particularly small businesses, with improved access to information, applications,
and forms. All of Ex-Im Bank’s applications and forms are available through the
website.

o Electronic claim filing. Ex-Im Bank has established an electronic claim filing sys-
tem to expedite claim filing and enable customers to obtain a quicker claim pay-
ment.

e Electronic compliance. Ex-Im Bank has developed an online Medium-Term Elec-

tronic Compliance Program, which greatly improves the efficiency and turnaround

time in approving disbursements.

Letter of Interest. Ex-Im Bank has implemented an online application for its letter

of interest. The online letter of interest system provides a paperless workflow and

application process for small businesses. This capability streamlines the process
for small businesses and saves them time in tracking the status of their submitted
applications.

Registration and subscription services. Customers can sign up online to receive

Ex-Im Bank publications, e-mail updates, and other information and to manage

their subscriptions.

Ex-Im Online

Ex-Im Online, our major business reengineering and automation project, is the
next step. In June, small business customers will begin using Ex-Im Online for
multibuyer products, including support for special buyer credit limits. These are the
products most heavily used by small business: More than 80 percent of the cus-
tomers are small businesses, and these products represent half of Ex-Im’s annual
transaction volume. Customers will apply online, get quick decisions, and receive
online status information. Programming for the system is complete. The system has
been fully tested and customers are being trained.

Ex-Im Online will reengineer, automate, and modernize Ex-Im Bank’s primary
business processes, particularly for the products used by small businesses (short-
term export credit insurance) and the products that provide significant indirect
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support for small business exporters and suppliers (medium-term insurance and
guarantees).

Ex-Im Online will provide exporters, in particular small businesses, the benefits
of electronic application submission, processing, and insurance policy management.
Ex-Im Online will reduce customers’ paperwork, improve Ex-Im’s response time, in-
crease productivity and improve risk management.

Ex-Im Online will allow customers to:

e Apply online. Applications and all supporting documentation can be submitted
and processed electronically.

o Get quick decisions. Online retrieval of credit and demographic information and

automated underwriting will reduce review and decision time for short-term

transactions.

Receive online information on application status. Applicants will receive email no-

tification of the status of their application.

o Reduce paperwork burden. Automatic data entry and reuse of existing data will

permit “enter once-use many times” management of customer information.

Manage export accounts receivable online.

Strengthen product development. Ex-Im will be able to consider a broader range

of product enhancements and modifications, particularly in the short-term insur-

ance area, as a consequence of better risk quantification and management capa-

bilities using online systems.

There will also be benefits to Ex-Im Bank:

Increased productivity and better resource use. Replacing manual processes will
allow staff to focus on meeting growing small business needs and extending out-
reach to new customers. Ex-Im will redeploy staff from processing to customer
service. As small business transactions and volume grow as expected from in-
creased outreach, we will be able to manage the growth without adding staff. In
addition, staff shifted from processing to customer service will provide more per-
son-to-person service for small business customers, especially new exporters.
Increased customer satisfaction. Streamlined application submission, automated
case processing, and quicker decisions will increase satisfaction with Ex-Im serv-
ices, supporting our outreach and marketing.

o Stronger risk management. Business intelligence tools and better sharing of infor-
mation will improve management of the portfolio.

This program is the result of approximately $10.8 million in spending over 5
years, and while it has taken a long time to get it in place, I am confident it will
bear fruit by easing small business customers’ interaction with the Bank.

Pursuant to direction in our 2002 reauthorization, the Bank has realigned its
budget to support small business technology. Technology expenditures in fiscal years
2001 and 2002 increased from $7.6 million to $12.0 million, an increase of more
than 50 percent, with smaller increases in fiscal year 2003 and fiscal year 2004. In
the last three fiscal years, Ex-Im’s administrative expense budget has been gen-
erally flat, and Ex-Im has funded improvements to its portfolio of online applica-
tions and services from its general technology budget.

In the end, I would like to be able to guarantee that these efforts will result in
20 percent of our funds being utilized by small business exporters, and that our
small business figures will continue to grow in absolute terms. Unfortunately, I can-
not. At Congress’ direction, we are a demand-driven enterprise. I cannot predict
business cycles, or whether applications that come in tomorrow will be appropriate
for the financing we have to offer. But what I can guarantee is that we will do ev-
erything within our power to increase demand through improved outreach pro-
grams. And I promise you that Ex-Im Bank is going to listen to small business input
concerning our programs, that we will communicate with Congress and take your
concernsdseriously, and that our renewed efforts in small business are going to be
sustained.

Economic Impact

Through the economic impact process the Bank seeks to determine whether a
transaction under consideration would adversely affect U.S. production or employ-
ment, or result in the manufacture of a good subject to specified trade measures.
In analyzing these cases, Ex-Im Bank must balance the benefits associated with the
U.S. export against the long range implications of increased foreign production.
Given Ex-Im Bank’s objective of maintaining and increasing employment of U.S.
workers, Ex-Im Bank has long accepted the principle that it should not extend fi-
nancing support when such support would adversely affect the U.S. economy.

While Ex-Im Bank’s consideration of economic impact predates the Bank’s 2002
reauthorization, Congress made substantive changes to the economic impact section
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of our charter in 2002. After extensive vetting and coordination with our stake-
holders—including the U.S. export community, industry, labor interests, and Con-
gress—Ex-Im Bank issued revised economic impact procedures in March 2003.

The economic impact procedures are intended to lay out a reasonable and logical
process to analyze the impact of Ex-Im Bank support for a particular transaction.
The economic impact analysis considers issues such as whether the goods and serv-
ices Ex-Im Bank is asked to support would establish or expand foreign production
capacity of an exportable good, the relevance of trade measures, the global supply
and demand for the good to be produced and the competitive impact on U.S. indus-
try from increased production. The process includes review by other U.S. Govern-
ment agencies, as well as input solicited from interested parties through Federal
Register notification.

In recent years, economic impact decisions have affected Ex-Im Bank financing
support for many exports, including steel-making equipment, glass-making equip-
ment, greenhouses, microchip manufacturing machinery, soda ash processing equip-
ment, and others.

Keeping the Competitive Edge in New Products and Special Markets

Environmentally Beneficial Exports

Ex-Im Bank established the Environmental Exports program to increase support
of environmentally beneficial goods and services. Since the program’s inception in
1994, Ex-Im Bank’s environmental transactions have grown significantly, with a
total portfolio in excess of $2 billion. That has allowed U.S. environmental compa-
nies to compete in promising emerging markets. From fiscal year 2002 to fiscal year
2005, Ex-Im Bank has supported more than $1.3 billion in environmentally bene-
ficial exports. The Ex-Im environmental portfolio includes transactions financing
U.S. exports of renewable energy equipment, wastewater treatment projects, air pol-
lution technologies, waste management services, and many other goods and services.
Renewable energy and water project exports are eligible for repayment terms of up
to 15 years under an OECD agreement that became effective July 1, 2005, for a trial
period of 2 years. It is our goal to use these new terms and our outreach programs
to expand our exports in this sector, where we feel the United States has a real
technological edge over its competition.

Women and Minorities

As a nation, our institutions work best if they reflect the society in which we live.
This holds true especially for business. It is easier to successfully market a product
or services to a community if you know that community and are part of it. With
this in mind, we at Ex-Im Bank are striving to help the American export community
be more competitive by working to increase our transactions involving women- and
minority-owned businesses. For fiscal year 2005, our authorizations in this area
were $353 million, compared to $296 million in fiscal year 2004. We have increased
our outreach to achieve this goal, and plan to increase it even more this year. In
fiscal year 2005, Ex-Im Bank staff participated in 57 speaking engagements and at-
tended thirteen conferences expressly aimed at these targeted audiences. We are
committed to continuing and expanding these efforts.

Future Challenges

Any testimony about Ex-Im Bank must include a discussion of the challenges Ex-
Im Bank will be facing over the next 5 years, the length of our request for reauthor-
ization. That is no easy task, because it is extremely difficult to predict even such
major events as the Asian financial crisis of the late 1990’s, or the rise and fall of
some or our major markets in South America such as Venezuela and Argentina. But
there are issues that bear watching and which may have to be dealt over the next
5 years.

Developing countries on the upper part of the industrialization scale (for example
Brazil, Russia, India, and China) are emerging as significant exporters of capital
goods such as airplanes, trains, and construction and telecommunications equip-
ment. Those products are generally priced very attractively, are steadily improving
in their quality and are typically supported by official financing. This financing is
often on better terms better than agreed to by members of the OECD. U.S. compa-
nies, and those in all G-7 countries for that matter, are noting that these emerging
exporters are displacing them in a variety of markets around the world—and financ-
ing is sometimes a key element in that displacement. We have to decide what
should Ex-Im Bank’s response be.

Looking at this issue from the standpoint of our Congressional mandate, there is
little doubt that the guidance would be for Ex-Im to offset the financing if requested
to do so, keeping in mind that we also must find a reasonable assurance of repay-
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ment, comply with our environmental guidelines, live within a limited budget and
meet our economic impact requirements. There is no clearer or more fundamental
mandate than leveling the playing field for our exporters and keeping jobs here in
the United States.

Conclusion

I have every confidence that this institution that I have grown to admire and re-
spect will continue to serve U.S. workers and taxpayers for years to come. A flexible
charter allowing Ex-Im Bank—with the guidance of Congress and the exporting
community, to develop answers to the pressing issues facing us now and in the fu-
ture—is key. The beacons to help a steer a true course have been set so we can do
our job for the U.S. economy. There is no more important economic issue than pre-
serving our job base, and with the help of Congress in this year of our reauthoriza-
tion, we will continue to fulfill that mandate.

I will be happy to answer your questions.

PREPARED STATEMENT OF GERALD F. RAMA
SENIOR VICE PRESIDENT AND DEPUTY GROUP HEAD GLOBAL, PNC BANK
ON BEHALF OF THE
BANKERS’ ASSOCIATION FOR FINANCE AND TRADE

MARCH 8, 2006

Introduction

I am pleased to be with you today to discuss the banking industry’s views on re-
authorization of the Export-Import Bank of the United States. I am testifying today
as a banker who has worked with the Ex-Im Bank for over 32 years and as a mem-
ber of Trade Finance Committee of the Bankers’ Association for Finance and Trade
(BAFT), an organization founded in 1921. Today, BAFT is an affiliate of the Amer-
ican Bankers Association and its membership includes most of the major American
banks that are active in trade finance and other international banking activities and
also many of the major international banks chartered outside of this country.

My employer, PNC Bank, is part of the PNC Financial Services Group, one of the
Nation’s largest financial services firms. PNC is headquartered in Pittsburgh, Penn-
sylvania, and has a diversified business mix, which includes providing a broad range
of international banking solutions such as trade finance, foreign exchange, cor-
respondent banking, international cash management, and online trade services ap-
plications. For more than 30 years, PNC Bank has supported export growth by pro-
viding export financing and trade facilitation to companies nationwide. In 2005, our
bank received the Presidential “E” Award for export service on the basis of the
bank’s record of export promotion and continuing efforts to educate U.S. companies
about trade finance resources.

Why We Need the Export-Import Bank

Every so often, and particularly during the process of reauthorizing the Export-
Import Bank, someone will express the view that the United States does not need
and should not have such an agency. They contend that the Bank is unnecessary
and constitutes nothing more or less than corporate welfare. If the Bank actually
were serving an important purpose, they argue, the private sector would meet that
need without requiring any taxpayer support. In their view, the Bank simply is a
mechanism to hand out taxpayer money to special interests.

In my view, these critics are wrong. The reality is that the Bank serves the inter-
ests of our Nation by providing credit support that is a vital component in the com-
petitiveness of American products in international markets. For example:

e An American software developer with 60 high-paying U.S. jobs in the Southeast
started exporting products in 2004. The company had a contract to provide soft-
ware priced at $1.6 million to a foreign purchaser but could neither get financing
approval from its principal bank nor find another lender. The company went to
the Ex-Im Bank and obtained single-buyer export insurance for $1.6 million and
a $900,000 Working Capital Guarantee Program transaction-specific guarantee. It
then was able to obtain financing from a local bank. The insurance policy from
the Ex-Im Bank was critically important to the software company’s success for
several reasons: (i) it is a pay-as-you-go policy which the private sector does not
provide (small businesses often cannot afford the large up-front premiums the pri-
vate sector requires regardless of usage); (ii) it covers countries and situations
that the private sector will not (because of long lead-times to project completion
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and installation); and (iii) Ex-Im was able to provide a fast and very reasonable
response to a small, but complex transaction.

e A small family held company in the Northeast, which employs 100 people, manu-
factures machine tools used to maintain transportation equipment. The company
also has a larger, German affiliate that manufactures the same equipment (and
which can obtain export credit financing from Germany’s export credit agency).
The company has a large customer in Eastern Europe on which it relies for a sig-
nificant portion of its annual revenue, and this customer’s needs can be met by
products made by the company in America or by its affiliate in Germany. The cus-
tomer is undertaking an extensive, long-term refurbishment of its operations and
when it makes equipment purchases it specifically seeks export credit financing.
Medium-term guarantees from the Ex-Im Bank on two occasions (approximately
$10 million and $6 million) played an important part in the company’s sales of
equipment manufactured in the United States.

e A guarantee provided by the Ex-Im Bank has enabled a company in Arizona that
manufactures electronic test products to obtain working capital financing that oth-
erwise would not have been available. The company’s sales in foreign markets
have expanded in the face of international competition and exports now contribute
about 45 percent of the company’s total sales. The total number of employees at
the company has grown by 25 percent per year since 2003, largely on the basis
of the expanded foreign sales made possible by the Ex-Im Bank’s guarantee.

e An American company that employs 70 people in the Southeast emerged from
bankruptcy in 2005. It is the last producer of its product in the United States and
Europe, and it is facing substantial competition from producers in Japan. More
than 30 percent of the company’s sales are outside the United States and it ex-
pects that to grow to 50 percent in the next few years. Without Ex-Im Bank
multibuyer insurance coverage, the company’s asset-based lender would not be
willing to include the foreign receivables in the company’s borrowing base and it
could not survive. The pay-as-you-go feature and Ex-Im’s quick response time on
speflial buyer credit limits were essential to meeting this company’s financial
needs.

e An American company based in the Midwest employs 77 people in manufacturing
operations that produce processing equipment. It competes with companies from
Taiwan, Japan, and China. The company sold equipment to a buyer in Eastern
Europe. The buyer made a down payment of 15 percent of the purchase price. An
American bank was willing to finance the remaining 85 percent only because the
company obtained an Ex-Im Bank guarantee under its medium-term financing
program. The bank also used the Ex-Im Bank’s Working Capital Guarantee Pro-
gram to extend a $1.5 million transaction-specific line of credit to the company
to enable it to meet the payment guarantee bond and work-in-process financing
needs of this transaction. Ex-Im’s credit support of this company has enabled it
to be successful against its foreign competition in the global marketplace.

Each of these situations represents incremental export sales by American compa-
nies that support the jobs of American workers and help to reduce our national
trade deficit.

Many other examples could be cited. These are the “special interests” the Ex-Im
Bank serves and I would like to suggest it is in our national interest for it to con-
tinue doing so.

It is important for Congress to remember that American businesses are engaged
in fierce competition with foreign companies in the global market. Many of those
foreign companies come into the market with various advantages, including credit
support from their home country export credit agency (ECA). In the midst of this
competition we cannot afford to abandon one of the most important factors that
helps American business compete—the Export-Import Bank—nor can we afford to
impose any new or more onerous restrictions on its ability to support American ex-
ports. If we did, the inevitable result would be fewer export sales, loss of jobs, and
an even wider trade deficit.

Something that I and other trade bankers have observed in recent years is that
the ECA’s from other countries are getting to be more strategic and flexible in their
approaches to export finance. In addition, new competition is coming from emerging
market ECA’s, such as those in China, India, Eastern Europe, and Brazil. They all
understand the extent of international competition and they are taking new ap-
proaches that will enable their exporters to win in the global marketplace. For ex-
ample, many ECA’s are becoming more aggressive when it comes to taking on risk
and more willing to provide financing for transactions that generally benefit their
country, even if the transaction does not directly involve the export of locally pro-
duced goods. I believe that U.S. companies’ efforts to compete in international mar-
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kets will be hampered if our Ex-Im Bank does not take a similarly aggressive ap-
proach. (This is not to say that Ex-Im has not been aggressive in certain respects
in the past. Trade bankers have noted the Bank’s willingness to take on credits that
commercial banks have been unwilling to accept.) I hope that in reauthorizing the
Bank, Congress will clearly express its support for an aggressive effort by the Ex-
port-Import Bank to meet the needs of American businesses—large and small—com-
peting in global markets.

Issues Related to Ex-Im Bank Operations

I would like to comment on a number of issues that arise out of the Ex-Im Bank’s
operations and the various requirements imposed on the Bank under current law.

Small Business

The Export-Import Bank is required by law to make available an amount equal
to at least 20 percent of its aggregate loan, guarantee, and insurance authority in
each fiscal year to finance exports made directly by small business concerns. The
Bank frequently is criticized on Capitol Hill for its repeated failures to satisfy this
requirement. We think the criticism is unfair.

In the first place, it should be acknowledged that the 20 percent standard is a
limited and arbitrary measure of the Bank’s service to small business. Small busi-
ness transactions, by number, typically make up more than 80 percent of the trans-
actions approved by the Ex-Im Bank each year. But when the sole measure is total
dollar amount, large business transactions overwhelm those done by small business.
By their very nature, the large export products that generally are produced by larg-
er companies (airplanes, heavy equipment, and project work) mean large dollar vol-
umes. If Ex-Im were evaluated on the amount of effort it puts into small business
transactions, the 20 percent standard would be easy to meet because the work put
in by the Bank on a small transaction can be as much or more than a large one.
Another shortcoming of the test is that it fails to take into account the participation
of small business in large business transactions. A single airplane sold by Boeing
has myriad components produced by small business, yet Ex-Im gets no credit in its
small business ledger for the support it provides to Boeing that indirectly benefits
those small businesses. Finally, it also is difficult to understand why 20 percent is
an appropriate test. As a banker, I find it difficult to comprehend why Ex-Im should
be considered a failure at 19 percent and a success at 21 percent.

I also believe that critics of the Bank are misconstruing the 20 percent test. The
Bank is required to “make available” to small business a specified amount of its au-
thority—the law does not require the Bank to actually extend loans, guarantees, and
insurance equal to that amount. This is appropriate because the Bank is a demand-
driven organization. It has no control over the source of credit support requests it
receives. All that it can do is educate small businesses about its programs, encour-
age them to use its programs, and assist them in negotiating their way through the
process. We believe that through its small business outreach efforts the Bank is
making available to small business the full amount its authority, thus in reality it
is satisfying the statutory requirement.

Thinking of this provision as if it were a mandatory 20 percent requirement also
puts the Ex-Im Bank in an untenable position. Suppose that the Bank’s loans, guar-
antees, and insurance extended to support small business exports in a particular fis-
cal year exceeded 20 percent of its authority by a small amount near the end of the
year. If an exporter that does not qualify as a small business brings a large export
transaction to the Bank, the 20 percent standard gives the Bank an incentive to
delay or not do the transaction in order to stay above 20 percent. That does not
make sense if the real purpose of the Ex-Im Bank is to promote U.S. exports. At
the same time, the 20 percent standard also creates an incentive for poor credit de-
cisions if the Bank is below 20 percent and needs more transactions to satisfy the
test. Neither incentive is a healthy one for the Bank.

Congress should rethink this requirement and devise a better way to measure the
Ex-Im Bank’s success in working with small business.

Economic Impact

The Export-Import Bank is required by law to consider the extent to which trans-
actions are likely to have an adverse effect on industries and employment in the
United States. The rationale for this requirement is understandable (although I am
not aware of any other ECA that is subject to a similar requirement): Taxpayer
money should not be used to support a transaction if its benefits for U.S. industry
and employment are outweighed by the transaction’s adverse impact on U.S. pro-
ducers and employment. In most cases, however, the harm that might result from
a transaction will occur whether or not the U.S. exporter seeking Ex-Im support
makes the sale. If the U.S. exporter does not make the sale, one of its competitors
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from another country will. The adverse impact on U.S. industry will occur in either
case. Thus, it seems that unless the U.S. exporter is the only possible source of the
equipment to be sold, the economic impact on the United States of an export sale
will always be positive. Unfortunately, when it evaluates the economic impact of a
transaction, the Ex-Im Bank staff does not consider the availability from another
source of the goods to be sold. We believe this is a valid consideration that the Bank
should take into account in its analysis and we urge Congress to provide direction
to the Bank in that regard.

I have another concern that the Ex-Im Bank and Congress should consider as
well—the reputation risk created by the economic impact test. Whenever the Bank
turns down a transaction on the basis of economic impact, it has an adverse effect
on the perception of U.S. exporters as reliable suppliers: The financing support that
was expected did not come through. If a foreign purchaser has doubts about whether
Ex-Im support for the financing of their purchase actually will be made available,
the likelihood of the U.S. exporter getting the sale is diminished. For this reason
we believe that the economic impact test should be used as little as possible. A step
in the right direction would be to raise the minimum transaction size for economic
impact assessment from $10 million to $25 million, to take into account the effects
of inflation over time.

Co-Financing

Co-financing is an arrangement whereby exports that are sourced from more than
one country can receive credit or credit support from two or more ECA’s in an effi-
cient manner. Typically, the ECA for the country that is the principal source of the
products or services takes the lead and is the sole agency with which the purchaser
must interact. The cofinancing arrangement allows for one set of documents and one
source of disbursements, in each case provided by the lead ECA which obtains sup-
porting financial commitments directly from the other participating ECA’s.

Bankers that finance these transactions like cofinancing arrangements because
they are an efficient and convenient way of providing credit support for what other-
wise could be extremely complex transactions. As the Export-Import Bank noted in
its June 2005 Report to the U.S. Congress on Export Credit Competition (the 2005
Report to Congress), the “availability and ease of ECA cofinancing has become an
important and measurable competitive issue.”

According to the Ex-Im Bank’s website, it currently has bilateral cofinancing
agreements with ECA’s in four other countries: Canada, Italy, Japan, and the
United Kingdom (and a limited agreement with K-Exim of Korea). At a hearing be-
fore the Senate Banking Committee prior to the Bank’s last reauthorization in 2001,
Ex-Im Chairman John Robson reported that the Bank had entered into a bilateral
agreement with ECGD of the United Kingdom and that discussions with EDC of
Canada were close to completion. We are disappointed that agreements have been
signed with only two other countries in the ensuing 4 years (a 1998 GAO report said
there were more than 70 ECA’s operating throughout the world; the UK’s ECGD
has agreements with ECA’s in 24 different countries). Although the Bank has par-
ticipated in cofinancing arrangements on a one-off basis with ECA’s in countries
with which it does not have a cofinancing agreement, having signed agreements is
preferable. The agreements make it clear to potential purchasers that cofinancing
is available and they establish a framework that facilitates cofinancing implementa-
tion for an actual transaction. When the Bank signed its cofinancing agreement
with Canada in May 2001, its press release said, “This is another step in the right
direction by Ex-Im Bank to deliver the same type of flexibility offered by a number
of ECA’s.” We urge the Bank to take more of these steps and to make cofinancing
agreements with other ECA’s a priority.

MARAD

Transactions supported by Export-Import Bank guarantees in excess of $20 mil-
lion or that have a repayment period of more than 7 years are subject to a require-
ment (administered by the U.S. Maritime Administration—MARAD) that the goods
being financed must be shipped on a U.S.-flag carrier if they are transported by sea.
The exporter is required to use a U.S.-flag carrier even though other carriers might
(i) be available at lower cost; (ii) have vessels that are more suitable for the par-
ticular cargo being shipped; and (iii) provide logistical advantages with respect to
their availability and routing. This can result in situations that are nothing short
of ridiculous. For example, a West Coast-based exporter that was selling goods to
a purchaser in Jamaica was required to use a U.S.-flag carrier and as a result
watched its goods in one shipment go from San Diego to Japan, to the Dominican
Republic, then finally to Jamaica. Another shipment went from San Diego to Flor-
ida, to Spain, and then to Jamaica. If it were not required to use a U.S.-flagged ves-
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sel, the exporter could have arranged direct shipment from San Diego to Jamaica.
The MARAD requirement added significant costs and weeks of shipping delays. The
exporter summed it up as “extortion.” It certainly is nonsense.

Although waivers are available in certain limited circumstances, the waiver proc-
ess itself acts as a disincentive for potential purchasers of U.S. goods.

At a time when the United States is recording record merchandise trade deficits,
it seems foolish to burden U.S. exporters with requirements of this kind. According
to the 2005 Report to Congress, “None of the other G-7 ECA’s have similar cargo
preference restrictions.” Congress should seriously consider rethinking the MARAD
requirement and, at the very least, restrict its application by raising the minimum
amount from $20 million to $30 million or more.

Domestic Content

The Export-Import Bank’s mission is to support U.S. jobs through exports. In pur-
suing that mission, the Bank has adopted a restrictive policy of only providing credit
support for the value of the U.S. content in an export. The Bank limits its involve-
ment in a transaction to the lesser of: (i) 85 percent of the value of eligible goods
and services, and (i) 100 percent of the U.S. content in those goods and services.
Thus, if a U.S. export consists of 50 percent U.S.-made components and 50 percent
non-U.S. made, the Bank’s support would be limited to 50 percent of the contract’s
value. This is problematic in several related respects. First, as complexity increases
in manufacturing processes and the sourcing of components, it is becoming increas-
ingly difficult to track the levels and sources of non-U.S. content. This is particu-
larly true for small businesses that do not have the resources to devote to it. Second,
requiring such strict proportionality likely results in fewer U.S. exports than could
otherwise be achieved. The question is: How much support should Ex-Im be willing
to provide in order for an export transaction to occur? It is not at all clear that the
correct answer is tied to the proportion of U.S. content. What is clear is that other
countries have concluded that strict proportionality—and thus strict accounting for
content—is not required. For example, the 2005 Report to Congress indicates that
Japan’s ECA does not reduce its support of transactions that have at least 30 per-
cent Japanese content and Canada decides its level of support on a case-by-case
basis. Italy’s ECA announced in 2004 that it would shift its standard from “Made
in Italy” to “Made by Italy” and Ex-Im reported that other countries were moving
to this approach as well. We believe that Ex-Im should adopt a case-by-case ap-
proach that balances the costs and benefits of individual transactions, rather than
adhering to a strict formula that requires precise tracking of U.S. content, and we
urge Congress to express its support for that approach as well.

Tied Aid

The Export-Import Bank’s tied aid war chest was established to enable the Bank
to combat export subsidies provided by foreign governments in the form of financing
for public-sector projects that is tied to the purchase of goods and services from ex-
porters in the donor country. Although the Bank’s 2005 Report to Congress ex-
pressed the view that OECD tied aid rules have been a “great success in reducing
the level and distortive influence of tied aid,” there is a general perception among
American bankers and exporters that the use by other countries of tied aid and im-
plicitly tied aid (referred to as “untied aid”) is growing. The particular countries that
are mentioned include China, Japan, Germany, and Denmark. We are concerned
that the Bank has not utilized any tied aid funds since 2002, possibly because the
Bank is unwilling to act unless it has overt proof and possibly because of the un-
wieldy procedures that govern the relationship between the Treasury Department
and the Bank regarding use of the war chest (and the Treasury Department’s un-
willingness to use the war chest funds). We believe that the Bank should reexamine
what is happening in the market and then determine whether greater use of the
war chest is needed. Congress should review the procedures followed by the Treas-
ury Department and Ex-Im Bank for utilizing the war chest and consider whether
they could be simplified and whether clarifying the Bank’s authority to utilize the
war chest would facilitate the use of those funds to combat the use of tied aid by
other countries.

Dual-Use Products

The Export-Import Bank generally is prohibited from providing credit or credit
support in connection with the sale of defense articles or services to any country,
with the exception that the Bank may provide such support if it determines that
the articles or services are nonlethal and that their primary end use will be for civil-
ian purposes. This exception, which we believe is useful and appropriate, sunsets
and requires periodic renewal. It currently is set to expire on October 1, 2006. In
1997, the U.S. General Accounting Office reported, “the Ex-Im Bank appears to
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have established procedures that provide a sound basis for determining whether
these exports are nonlethal and primarily used for civilian purposes, as required by
law.” We believe the time has come to make this a permanent provision that does
not require periodic renewal.

Conclusion

We believe that, within the constraints of its budget and other resources, the Ex-
port-Import Bank generally is doing a good job in promoting the export of American
goods and services to international markets, but improvements always can be made.
The Export-Import Bank plays a key role in helping U.S. businesses of all sizes com-
pete in markets around the world, but we believe the Bank is hampered by having
too few people and too many requirements imposed on it that do not relate to its
primary mission. Consequently, we urge the Congress to provide the Bank with sig-
nificant additional resources in its administrative budget, and to act on our rec-
ommendations to reduce the Bank’s administrative burdens that inhibit its func-
tions. We look forward to continuing to work with Members of Congress and with
the Bank to maximize its effectiveness in promoting American exports.

PREPARED STATEMENT OF JAMES “AL” MERRITT
PRESIDENT AND CEO, MD INTERNATIONAL, INC. M1awmi, FL

MARCH 8, 2006

Senator Crapo, Senator Bayh, Members of the Subcommittee, thank you for invit-
ing me to appear here today. I am Al Merritt, President of MD International, Inc.,
of Miami. MD exports medical equipment and related services to Latin America, the
Caribbean, and other markets. Areas of medical care that we address include gen-
eral medicine, ENT obstetrics/ gynecology, ophthalmology, physical therapy, cardi-
ology, surgery, critical care, anesthesiology, and imaging. We also provide turn-key
and ongoing hospital renovation and remodeling projects throughout the world.

Throughout its 19-year history, MD International has offered financing to foreign
buyers, often with the support of the Export-Import Bank of the United States.
Without Ex-Im’s assistance, our company would have lost important sales, and indi-
viduals throughout Latin America would have gone without access to modern med-
ical technology.

I also appear here today as a representative of the Small Business Exporters As-
sociation of the United States, on whose Board of Directors I serve. SBEA is the
Nation’s oldest and largest nonprofit organization of smaller exporting companies.
As the international trade council of the National Small Business Association, SBEA
also represents NSBA’s 22,000 exporting companies.

Let me begin by stating unequivocally—on behalf of MD International and
SBEA—that we strongly urge Congress to reauthorize Ex-Im Bank.

We support Ex-Im and we want to make it even more effective.

The Need for Ex-Im Bank

Sales of products and services to developing nations involve a significant degree
of foreign risk, especially when the foreign buyers finance their purchases over sev-
eral years. Commercial banks historically have been reluctant to assume a major
share of this risk. For one thing, the collateral securing the loans is often in another
country, where recovery can be difficult.

Every exporting Nation grapples with this risk. Nearly all of them address it by
providing guarantees to commercial lenders and brokers that agree to finance ex-
ports using certain criteria, or by providing credit directly to exporters.

This is particularly vital for transactions by smaller companies. Not many banks
are involved in export finance. And not many of those will handle smaller inter-
national transactions, especially when the exporter is a small business. Fewer still
will accept “walk-in” small business exporters who are not long-time commercial
customers. Without Ex-Im’s (and SBA’s) available backing for export finance, small
business access to export finance would be close to zero. Congress envisioned Ex-
Im as a “bank of last resort” for exporters; for small and medium-sized companies,
it is frequently the “bank of only resort.”

Our company is a good example. We have been exporting successfully for nearly
20 years. We ship to forty countries. We employ 111 people. Yet even with our his-
tory, reach, and employees, many deals would be impossible for us without Ex-Im
guarantees and insurance.
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Maybe I can illustrate this with an analogy. If you buy a tire for your car, you
probably will pay cash for it. If you buy a new transmission for your car, you may
well charge the cost to your credit card and pay it off over 3 or 4 months.

But if you buy a new car, you probably are not going to pay cash for it or even
pf?:ly it off in a few months. You will most likely want to finance it over a couple
of years.

Lots of small exporters in effect sell tires. Tire sales can be a good business. Plen-
ty of foreign buyers want the equivalent of tires, and that can form a pretty good
trading relationship. You can do a lot of “tire exporting” as a cash business without
having to find financing for your buyers.

With “transmissions” and products that cost more per unit, however, many buyers
will want to take a few months to pay. Unless you as an exporter want to act like
a bank—and most exporters cannot and do not—you will need short-term export fi-
nancing.

“Transmissions” and their equivalents are desirable exports that can support good
jobs at home and form the foundation for solid and growing international trade
channels. So it helps everybody when Ex-Im provides short-term guarantees and in-
surance for the financing of these exports.

“Cars” (in other words, higher value exports like capital equipment) are a much
bigger deal. The buyers want to take years to pay, but the benefits to the exporters
and the United States as the exporting country are huge. Companies that build
“parts” for the “cars” get sales. Many jobs, both direct and indirect, get created and
supported. “Car”’-type exporting is a very good business. Sales are larger. Margins
are usually healthy. And the buyers eventually come back for “tires” and “trans-
missions,” not to mention servicing and training. “Car” transactions use medium-
term financing. Without Ex-Im backing, these transactions are extremely hard to
put together.

(Ex-Im also provides long-term financing for very big ticket items. Let’s call them
“airplanes.” They are vital to the U.S. balance of trade, and necessary, but not a
major focus for “SME’s.”* Few small business exporters want to extend payments
out beyond 7 years.)

In sum, American companies of all sizes would lose countless billions of dollars
in export sales—and the high-paying export-related jobs that go with them—without
Ex-Im, the official export credit agency of the United States.

But there is another side of it, too. I like to think that companies like mine help
the United States put its best foot forward overseas. Companies that construct
roads, purify water, build homes and schools, and improve health care. We show our
neighbors that we care about the quality of their lives. We demonstrate that our
government and our private sector want to help them achieve health and prosperity.
Wit%lé)ut Ex-Im, that capability, too, would be greatly diminished in the developing
world.

Here are two examples of MD International transactions that Ex-Im financed.

o (A “transmission”) We sold a fluoroscopic diagnostic device, manufactured in
Utah, to a Mexican hospital for $150,000. Ex-Im provided the hospital with fi-
nancing.

e (A “car”) We completely outfitted a women’s hospital in the Dominican Republic
with $7 million worth of U.S. manufactured medical equipment. Thanks to 7 year
financing from Ex-Im, we made the sale despite stiff competition from German
and Spanish companies, selling EU-manufactured equipment, and backed by the
export credit agencies of Germany and Spain.

So MD International and many other SBEA members keep a close watch on Ex-
Im.

How To Improve Ex-Im

MD International and other SME exporters appreciate the assistance that Ex-Im
has provided. But it is no secret that Congress gave Ex-Im a mandate in 2002 to
allocate 20 percent of its financing dollars to SME transactions, and that the Bank
has so far failed to meet that mandate.

SBEA would like to suggest some reasons why, based on the experiences of com-
panies like mine, and to recommend steps that Congress and the Bank could take
to meet this entirely achievable threshold.

Ex-Im starts with an great resource—many dedicated, hard-working people. There
are also several Ex-Im products that are well-suited to smaller companies. These in-

*Here, as elsewhere in this testimony, “small and mid-sized enterprises” (or exporters or
“SME’s) refers to U.S. businesses with fewer than 500 employees, with certain limited excep-
tions as defined by the U.S. Small Business Administration (SBA).
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clude the agency’s export working capital (preshipment) financing and its short-term
insurance against buyer default.

While these products—and the SME awareness of them—could always be im-
proved, overall they tend to work well. The criteria for obtaining the financing are
relatively transparent and the authority to get the transactions underway is dele-
gated to a network of banks and brokers.

Ex-Im’s principal challenge with these products is finding and educating its poten-
tial customers. A secondary challenge is making sure that those customers, once in-
side, are retained and return again.

So our first recommendation is to the Bank: Broaden outreach to SME’s on these
products and use their feedback to make improvements in them.

While we would encourage Congress to stress this point in the Report accom-
panying the reauthorization legislation, we do not feel it is necessary to be included
in the statute itself.

To its credit, Ex-Im has developed an ambitious plan for outreach, as part of its
recent “Small Business Committee” initiative.

In terms of identifying further new SME customers, I would simply repeat what
my SBEA Board colleague Jim Wilfong said at last week’s Ex-Im Advisory Com-
mittee meeting. Over 60 percent of the SME’s that are currently exporting ship to
only one country. Getting them into a second or third country would increase the
demand for Ex-Im products—without the sometimes steep learning curve involved
in a company’s first export transaction. The Commerce Department’s U.S. Export
Assistance Centers, located in over 100 cities across the country, could be helpful
partner to Ex-Im in this process.

Our second point is that the Bank’s emphasis on SME transactions has tended
to ebb and flow over the years, based on the priority that the Bank leadership has
attached to them. Unfortunately, this has resulted in considerable SME manage-
ment instability.

When we consulted with current and former Bank staffers about Ex-Im’s ap-
proach to SME management over the past decade, a rather confused picture
emerged.

By our count, Ex-Im has had 15 different management structures for addressing
SME’s since 1997, or more than two a year, on average. The point person for SME’s
has been at various times a Group Vice President, a Senior Vice President, a Vice
President, and an Office Director. For at least two substantial periods of time since
1997, no one was in charge of SME responsibilities. “Business Development” has
been included in and excluded from the small business operation (when the Bank
has had one), at one point being separated into international business development,
which was excluded, and domestic business development, which was included. The
Ex-Im field offices have been told to concentrate on small business, to concentrate
on large business, and again to concentrate on small business. The SME operation
has been near the top of the organization chart, answering to the President, in the
middle, answering to various Senior Vice Presidents, near the bottom, and for a
while in 2004-5, essentially off the chart, directing no one and essentially directed
by no one. The staffing levels have ranged from one to more than twenty. Some-
times the person in charge of SME’s could intervene in specific transactions, but
sometimes not. Sometimes the SME operation has handled insurance products,
sometimes guarantee products, sometimes both, and sometimes neither. Sometimes
the SME operation has had the authority to approve credit and authorize trans-
actions, but sometimes not. Sometimes the head of the Bank’s SME operation has
long been involved in the Ex-Im’s small business transactions; sometimes the person
has had no significant recent SME experience.

Ex-Im’s SME management reached one of its “high points”—with a Group Vice
President answering directly to the Bank President—prior to the Bank’s 2002 reau-
thorization. Shortly afterward, the entire operation was abolished. What followed
was one of the periods in which the Bank had no SME operation as such.

Our normal preference would be to let Ex-Im handle SME’s on its own, and we
certainly commend Chairman Lambright and the Bank’s management and staff for
the effort that went into the recent “Small Business Committee” proposal.

But we do believe that the lack of a permanent, stable structure with responsi-
bility and accountability for the Bank’s SME performance has reduced the effective-
ness of the Bank’s SME work. It also has confused commercial banks and exporters,
as well as the Bank’s own staff. So we request that Congress provide Ex-Im with
additional guidance in this area.

We recommend that Congress:

e create a permanent Small and Medium Size Enterprise Division at the Bank,
e direct this Division to have its own staff of underwriters and business develop-
ment specialists, devoted exclusively to SME transactions,
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e authorize the Division to create its own credit standards and to process its own
transactions (subject to approval by the Ex-Im Board),

e require this Division to have a system of compensation, benefits, incentives, and
promotions comparable to other career tracks at the Bank,

e put a Senior Vice President or higher in charge of the Division,

o stipulate that the person holding that position have significant recent SME expe-
rience, and

e have this person report directly to President and Board of the Bank.

We believe that this approach would offer significant advantages.

First, it offers a framework of transparency, responsibility and accountability for
SME transactions at the Bank. It puts the Bank’s senior SME management in
charge of the Bank’s SME products and transactions.

Second, it creates an environment of stability in a domain of Ex-Im management
that has been subject to frequent upheavals. It permits planning and benchmarking.

Third, it provides a secure setting for Bank employees who want to focus on
SME’s but fear more sudden shifts in the winds.

Fourth, it shortens the “feedback loops” between the Bank’s SME customers and
its SME policies, as well as between the Bank’s SME officials and its Board. Process
streamlining, turnaround time reduction and new product offerings will be sim-
plified. Outreach becomes strategic and sustainable.

Fifth, it facilitates oversight by the Bank and Congress as Ex-Im carries out such
Congressional mandates as the requirement to devote 20 percent of the Bank’s fi-
nancing dollars directly to SME’s.

We suggest that the SME Division’s funding allocation be left up to the Bank. Ad-
justments can be made, if necessary by Congress, according to the Division’s success
1n hitting its benchmarks.

We believe that this approach to the management of Ex-Im SME transactions will
be successful in part because we have seen something very similar to it succeed
spectacularly at the Overseas Private Investment Corporation.

OPIC’s mission is in many ways more difficult than Ex-Im’s. Rather than finding
American companies that want to sell goods overseas, OPIC must find ones that
want to invest overseas.

These investments must promote American companies and not cost a single Amer-
ican job. They must aid in the progress of developing countries (OPIC was once part
of USAID), and they must make economic sense on their own.

If the universe of SME’s that export is small—5-10 percent of all U.S. SME’s—
the universe of SME’s that want to invest overseas, and with these stipulations, is
a fraction even of that.

Five years ago, a debate raged within OPIC about whether to stop handling SME
transactions altogether.

OPIC’s President at the time, Dr. Peter Watson, made the decision to go in the
other direction. He set up a Small and Medium Enterprise Finance Department, in-
stalled an focused and energetic leader to head it, allocated significant agency re-
sources to it (including full-time dedicated underwriters), and gave it his strong pub-
lic and private backing.

In fiscal year 2001, OPIC handled SME transactions valued at $10 million. Last
week, the agency released its numbers from fiscal year 2005: $347 million in SME
transactions.

At the same time, the agency announced a new Enterprise Development Network
that will use delegated authority financing to raise these figures even higher.

A similar approach also had a dramatic impact at Canada’s export credit agency,
Export Development Canada (EDC). In 1994, the Canadian Government decided to
create an SME unit within EDC, with its own underwriters and business develop-
ment staff, with full responsibility for EDC’s SME products, and with its reporting
directly to EDC’s President.

Since then, EDC has grown from servicing fewer than 500 SME’s to more than
7,000,—or one-fifth of Canada’s 35,000 total exporters. Providing export financing
through commercial banks (80 percent) and directly (20 percent), EDC last year pro-
vided CAN$11 billion in SME export financing.

From a base of 220,000 SME exporters in the United States, Ex-Im provided ex-
port financing to around 2,300, in the amount of US$2.7 billion. This is only about
a fourth of the export financing that Canada provided to its SME’s, despite the fact
that the overall U.S. economy is seven times larger than the Canadian economy.

Ex-Im has the raw material—in the U.S. economy and in its own staff—to greatly
expand its SME financing. It needs an appropriate management structure, the right
allocation of resources, and strong backing from Congress.

On that note, our next recommendation relates to the Bank’s allocation of staffing.
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To step back a bit, Ex-Im as an institution reflects the environment in which it
developed. Founded in the 1930’s, the Bank evolved mainly in the 1950’s through
the 1970’s—a time when larger companies represented nearly all of the demand for
buyeli1 financing instruments, especially those involving terms of longer than a few
months.

As more American “SME’s” have gone global in recent decades, that demand pat-
tern has shifted. SME’s here are finding overseas customers quite willing to place
larger orders, and orders for more expensive items (cars), but in need of more flexi-
ble and longer-term financing.

In 1986, the year before MD International began exporting, there were about
65,000 small business exporters in the United States. Today, there are nearly
220,000. The value of American small business exports now tops $200 billion annu-
ally. (And that’s just counting merchandise exports, not most service exports. Many
small businesses like MD International sell services separately or packaged with
goods exports.)

Today, over 97 percent of all U.S. exporters are small businesses. Their activity
is broadly dispersed across the country. Take my home State of Florida. Over half
the value of Florida’s exports comes from SME’s. The same is true, remarkably
enough, in the economic powerhouse of New York State. In California, the figure
is almost half—and the number of SME exporters tops 50,000. Across the Nation,
more than one-fourth of all U.S. zip codes show merchandise exports of over $500
million a year.

Ex-Im as a whole has not really reflected these changes in the business environ-
ment.

The Bank’s staff is highly concentrated in Washington, DC. No more than 25
Bank employees—highly dedicated and overworked ones, we might emphasize—are
in the field. And virtually none of them have the authority to underwrite and ap-
prove transactions.

In terms of “being where the customers are,” the Bank is almost the polar oppo-
site of the Small Business Administration, about 20 percent of whose staff is in
Washington, with 80 percent in the field. Even SBA’s modest Office of International
Trade has only 6 people in Washington, with 17 in the field.

As noted, the Commerce Department maintains a network of over 100 U.S. Export
Assistance Centers across the Nation. These would be logical settings for Ex-Im per-
sonnel.

So our third recommendation to Congress is to have Ex-Im provide you with a
report on how it could shift more underwriting and business development staff, es-
pecially those handling SME transactions, into the field.

But field staff alone cannot reach every SME exporter with financing needs. The
Bank operates through a network of brokers and delegated authority lenders. Ex-
cept when it does not.

And here I return to my point from earlier, about tires, transmissions, and cars.

Companies like mine—capital equipment exporters with bundled services—are
selling “cars.” More and more SME exporters are migrating into cars—higher value
equipment and service exports. But buyers want to take several years to pay for
cars.

This upside po